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TO AMEND THE CIVIL AERONAUTICS ACT OF 1938 
War Risk Insurance 





WEDNESDAY, MARCH 14, 1951 


Hovse or REPRESENTATIVES, 


CoMMITTEE ON INTERSTATE AND FoREIGN CoMMERCE 
Washington, D. C. 


The committee met, pursuant to adjournment, at 10 a. m., in room 
1334, New House Office Building, Hon. Robert Crosser (chairman), 
presiding. 

The Cuarrman. The committee will please be in order. 

The committee meeting is called this morning for the purpose of 
holding hearings on H. R. 2460, to amend the Civil Aeronautics Act 
of 1938 in connection with war risk insurance. 

(H. R. 2460 is as follows:) 


[H. R. 2460, 82d Cong., Ist sess.] 
A BILL To amend the Civil Aeronautics Act of 1938, as amended, and for other purposes 


Pe it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That the Civil Aerona tic: Act of 1938, as amended 
(U.S. C., title 49, sees. 401-581), is hereby amen’ by acding at the end thereof 
the following new title: 


“TITLE XIII—WAR RISK INSURANCE 


“Sec. 1301. As used in this title— 

“(a) The term ‘American aircraft’ includes ‘civil aircraft of the United States’ 
as defined in section 1 (15) of this Act, and any aircraft owned or chartered by or 
made available to the United States, or any department or agency thereof, or the 
government of any State, Territory, or possession of the United States, or any 
political subdivision thereof, or the District of Columbia. 

“(b) The term ‘war risks’ includes, to such extent as the Secretary may deter- 
mine, all or any part of those risks which are described in ‘free of capture and 
seizure’ clauses, or analogous clauses. 

“*(c) The term ‘Secretary’ means the Secretary of Commerce. 

“Sec. 1302. (a) The Secretary, with the approval of the President, and after such 
consultation with interested agencies of the Government as the President may 
require, may provide insurance and reinsurance against loss or damage arising 
out of war risks in the manner and to the extent provided in this title, whenever 
it is determined by the Secretary that such insurance adequate for the needs of the 
air commerce of the United States cannot be obtained on reasonable terms and 
conditions from companies authorized to do an insurance business in a State of 
the United States: Provided, That no insurance shall be issued under this title 
to cover war risks on persons or property engaged or transported exclusively in 
air commerce within the continental United States (excluding Alaska). 

“(b) Any insurance or reinsurance issued under any of the provisions of this 
title shall be based, insofar as practicable, upon consideration of the risk involved. 

“Sec. 1303. The Secretary may provide the insurance and reinsurance, au- 
thorized by section 1302 with respect to the following persons, property, or interest: 

(a) American aircraft, and those foreign-flag aircraft owned by citizens of the 
United States or engaged in aircraft operations deemed by the Secretary to be in 
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the interest of the national defense or the national economy of the United States 
when so engaged. 

“‘(b) Cargoes transported or to be transported on any such aircraft, including 
shipments by express or registered mail; air cargoes owned by citizens or residents 
of the United States, its Territories, or possessions; air cargoes imported to, or 
exported from, the United States, its Territories, or possessions and air cargoes 
sold or purchased by citizens or residents of the United States, its Territories, or 
possessions, under contracts of sale or purchase by the terms of which the risk of 
loss by war risks or the obligation to provide insurance against such risks is as- 
sumed by or falls upon a citizen or resident of the United States, its Territories, or 

ossessions; air cargo transported between points in the United States and its 
erritories and possessions or between points in such Territories or possessions. 

“‘(e) The personal effects and baggage of the captains, pilots, officers, and 
crews of such aircraft, and of other persons transported on such aircraft. 

*“*(d) Captains, pilots, officers, members of the crews of such aircraft, and other 
persons employed or transported thereon against loss of life, injury, and detention 
by an enemy of the United States. 

“‘(e) Statutory or contractual obligations or other liabilities of such aircraft 
or of the owner or operator of such aircraft of the nature customarily covered by 
insurance. 

“Sec. 1304. (a) Any department or agency of the United States may, with the 
approval of the President, procure from the Secretary any of the insurance as pro- 
vided for in this title, except as provided in sections 1 and 2 of the Act of July 8, 
1937 (50 Stat. 479). 

“‘(b) The Secretary is authorized with such approval to provide such insurance 
at the request of the Secretary of Defense, and such other agencies as the President 
may prescribe, without premium in consideration of the agreement of the Secretary 
of Defense or such agency to indemnify the Secretary against all losses covered by 
such insurance, and the Secretary of Defense and such other agencies are author- 
ized to execute such indemnity agreement with the Secretary. 

“Sec. 1305. (a) To the extent that he is authorized by this title to provide 
insurance, the Secretary may reinsure, in whole or in part, any company authorized 
to do an insurance business in any State of the United States. The Secretary may 
reinsure with, or cede or retrocede to, any such company, any insurance or rein- 
surance provided by the Secretary in accordance with the provisions of this title. 

“(b) Reinsurance shall not be provided by the Secretary at rates less than nor 
obtained by the Secretary at rates more than the rates established by the Secretary 
on the same or similar risks or the rates charged by the insurance carrier for the 
insurance so reinsured, whichever is most advantageous to the Secretary, except 
that the Secretary may make to the insurance carrier such allowances for expenses 
on account of the cost of services rendered or facilities furnished as he deems 
reasonably to accord with good business practice, but such allowance to the carrier 
shall not provide for any payment by the carrier on account of solicitation for or 
stimulation of insurance business. 

“Sec. 1306. (a) Moneys appropriated by Congress to carry out the provisions 
of this title and all moneys received from premiums, salvage, or other recoveries 
and all receipts in connection with this title shall be deposited in a revolving fund 
in the Treasury of the United States. Payments of return premiums, losses, 
settlements, judgments, and all liabilities incurred by the United States under this 
title shall be made from such funds through the disbursing facilities of the Treasury 
Department. 

‘*(b) Such sums as shall be necessary to carry out the provisions of this title 
are authorized to be appropriated to such fund. 

‘‘(c) At least annually, any balance in the revolving fund in excess of an amount 
determined by the Secretary to be necessary for the requirements of the fund, and 
for reasonable reserves to maintain the solvency of the fund shall be paid into the 
Treasury as miscellaneous receipts. 

“Sec. 1307. (a) The Secretary, in the administration of this title, may issue 
such policies, rules, and regulations as he deems proper and may adjust and pay 
losses, compromise and settle claims, whether in favor of or against the United 
States and pay the amount of any judgment rendered against the United States 
in any suit, or the amount of any settlement agreed upon, in respect of any claim 
under insurance authorized by this title, but with respect to any aircraft which 
is insured under the provisions of this title, the amount of the claim adjusted, 
compromised, settled, adjudged, or paid shall in no event exceed the amount stated 
in the policy, which shall not éxceed an amount determined by the Secretary after 
consultation with the Civil Aeronautics Board to represent the fair and reasonable 
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value of the aircraft. Each policy shall provide a stated amount to be paid in the 
event of total loss. 

(b) The Secretary may prescribe and change forms and policies, and fix, 
adjust, and change the amounts insured and rates of premium provided for in this 
title: Provided, That with respect to policies in effect at the time any such change 
is made, such change shall apply only with the consent of the insured. 

‘*(e) The Secretary, in administering this title, may exercise his powers, per- 
form his duties and functions, and make his expenditures, in accordance with 
commercial practice in thé aviation insurance business. Except as authorized 
in subsection (d) of this section, no insurance broker or other person acting in a 
similar intermediary capacity shall be paid any fee or other consideration by the 
Secretary by virtue of his participation in arranging any insurance wherein the 
Secretary directly insures any of the risk thereof. 

‘““(d) The Secretary may, and whenever he finds it practical to do so shall, em- 
ploy companies or groups of companies authorized to do an aviation insurance 
business in any State of the United States, to act as his underwriting agent. The 
Secretary may allow such companies or groups of companies fair and reasonable 
compensation for servicing insurance written by such companies or groups of 
companies as underwriting agent for the Secretary. The services of such under- 
writing agents may be utilized in the adjustment of claims under insurance pro- 
vided by this title, but no claim shall be paid unless and until it has been approved 
by the Secretary. Such compensation may include an allowance for expenses 
reasonably incurred by such agent, but such allowance shall not include any 
payment by such agent on account of solicitation for or stimulation of insurance 
business. 

“‘(e) The Secretary with the consent of any executive department, independent 
establishment, or other agency of the Government, including any field service 
thereof, may avail himself of the use of information, services, facilities, officers, 
and employees thereof in carrying out the provisions of this title. 

“(f) The Secretary, in the performance of, and with respect to, the functions, 
powers, and duties vested in him by this title, shall prepare annually and submit 
a budget program as provided for wholly owned Government corporations by the 
Government Corporation Control Act, as amended (59 Stat. 597; 31 U. 5. Cc. 
841). The Secretary shall maintain an integral set of accounts which shall be 
audited annually by the General Accounting Office in accordance with principles 
and procedures applicable to commercial transactions as provided by the said 
Government Corporation Control Act: Provided, That because of the business 
activities authorized by this title, the Secretary may exercise the powers con- 
ferred in said title, perform the duties and functions, and make expenditures 
required in accordance with commercial practice in the insurance business, and 
the General Accounting Office shall allow credit for such expenditures when 
shown to be necessary because of the nature of such authorized activities. 

“Sec. 1308. This title shall not affect rights of airmen under existing law. 

“Sec. 1309. The Secretary shall include in his annual report to Congress a 
detailed statement of all activities and of all expenditures and receipts under this 
title for the period covered by such report and in addition make quarterly progress 
reports to the Congress with reference to contracts entered into, proposed con- 
tracts, and the general progress of his insurance activities. 

“Sec. 1310. Upon disagreement as to a loss insured under this title, suit may 
be maintained against the United States in the United States District Court for 
the District of Columbia or in the United States district court in and for the 
district in which the claimant or his agent resides, notwithstanding the amount of 
the claim and any provision of existing law as to the jurisdiction of United States 
district courts, and this remedy shall be exclusive of any other action by reason 
of the same subject matter against any agent or employee of the United States 
employed or retained under this title. If the claimant has no residence in the 
United States, suit may be brought in the United States District Court for the Dis- 
trict of Columbia or in any other United States district court in which the Attorney 
General of the United States agrees to accept service. The procedure in such suits 
shall otherwise be the same as that provided for suits in the district courts by title 
28, United States Code, section 1346 (a) (2), sofar as applicable. All persons hav- 
ing or claiming or who might have an interest in such insurance may be made 

arties either initially or upon the motion of either party. In any case where the 
Secretary acknowledges the indebtedness of the United States on account of such 
insurance, and there is a dispute as to the persons entitled to receive payment, the 
United States may bring an action in the nature of a bill of interpleader against 
such parties, in the United States District Court for the District of Columbia or 
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in the United States district court of the district in which any such person resides. 
In such actions any party, if not a resident of or found within the district, may 
be brought in by order of court served in such reasonable manner as the court 
directs. If the court is satisfied that persons unknown might assert a claim on 
account of such insurance, it may direct service upon such persons unknown by 
publication in the Federal Register. Judgment in any such suit shall discharge 
the United States from further liability to any parties to such action, and to all 
persons when service by publication upon persons unknown is directed by the 
court. The period within which suits may be commenced contained in said Act 
providing for bringing of suits against the United States shall, if claim be filed 
therefor within such period, be suspended from such time of filing until the claim 
shall have been administratively denied by the Secretary and for sixty days 
thereafter: Provided, however, That such claim shall be deemed to have been 
administratively denied if not acted upon within six months after the time of 
filing, unless the Secretary for good cause shown shall have otherwise agreed with 
the claimant. 

“Sec. 1311. A person having an insurable interest in an aircraft may, with the 
approval of the Secretary, insure with other underwriters in an amount in excess 
of the amount insured with the Secretary, and, in that event, the Secretary 
shall not be entitled to the benefit of such insurance, but nothing in this section 
shall prevent the Secretary from entering into contracts of coinsurance. 

“Sec. 1312. The authority of the Secretary to provide insurance and reinsur- 
ance under this title shall expire five years from the date of enactment of this 
title.” 


The CuatrMan. I have the following reports on the bill. 
(The reports referred to are as follows:) 


DEPARTMENT OF STATE, 
Washington, D. C., February 23, 1951. 


Hon. Ropert Crosser, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives. 

My Dear Mr. Crosser: Reference is made to your letter of February 9, 1951, 
requesting the comments of this Department on H. R. 2460, a bill to amend the 
Civil Aeronautics Act of 1938, as amended, and for other purposes. It is noted 
that this bill is identical with S. 435 on which this Department submitted com- 
ments to the chairman of the Senate Committee on Interstate and Foreign Com- 
merce in a letter dated February 12, 1951. 

In view of the purpose of the bill, it is not believed necessary for this Depart- 
ment to comment on the general question of whether such legislation is necessary 
or desirable. There are, however, certain provisions of the bill which may affect 
some aspects of the international relations of the United States and, therefore, 
the following specific comments are directed to such provisions. 

The provisions of section 1303 (a) leave it to the Secretary of Commerce to 
determine whether the operations of foreign aircraft may be deemed to be in the 
interest of the national defense of the United States. Although section 1302 
(a) provides that the power of the Secretary to issue insurance is conditioned upon 
the approval of the President and consultations with other Government agencies 
it is not clear that this approval and consultation extends to the determinations 
which the bill provides that the Secretary of Commerce shall make with regard 
to the operations of foreign aircraft. It is suggested that if such insurance is to 
be made available to foreign registered aircraft, whether owned by citizens of the 
United States or not, the Department of State should be given an opportunity to 
approve such issuance before action is taken. 

Section 1303 (b) would give the Secretary of Commerce wide powers to issue 
insurance on cargoes transported on the aircraft specified in paragraph (a) of that 
section and other categories of cargo. This provision is so broad that it appears 
that any cargo shipped to any point in the world on a United States aircraft or 
imported into, or exported from, the United States on either a United States air- 
craft or a foreign aircraft could be insured regardless of its importance to the na- 
tional interest of the United States. It is suggested that this paragraph should be 
revised to limit this power to the issuance of insurance on cargoes which might 
affect the national defense of the United States. 

Section 1303 (c) would enable the Secretary of Commerce to provide insurance 
for the personal effects and baggage of any passenger on any of the aircraft re- 
ferred to in paragraph (a) of that section. The passengers on these aircraft might 
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be persons of little importance to the national interest of the United States and in 

some instances could conceivably be persons whose travel might be detrimental 

to the United States. It is suggested that such insurance be limited to travel in 

the national interest of the United States. It is likewise suggested that a similar 

restriction be placed on the issuance of insurance by the United States Government 

rae loss of life, injury or detention by an enemy as provided for in section 
1303 (d). 

It may be noted that in each instance where the Secretary of Commerce would 
be empowered to issue insurance, this power is contingent upon the insured not 
being able to obtain the insurance on reasonable terms from companies authorized 
to do business in a State of the United States. Inasmuch as citizens of foreign 
countries would be eligible to be insured under the provisions of this bill, it is 
believed that the effect might be to place the Secretary of Commerce in competi- 
tion with foreign insurance companies in the aviation field. To this extent it is 
suggested that your committee might wish to give consideration to limiting the 
extent to which such competition could come into existence. 

The Department has been informed by the Bureau of the Budget that there is 
no objection to the submission of this report. 

Sincerely yours, 
Ben H. Brown, Jr., 
Acting Assistant Secretary for Congressional Relations 
(For the Secretary of State). 





Tue Secretary oF COMMERCE, 
Washington, D. C., March 6, 1951. 
Hon. Rospert Crosser, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

Dear Mr. CuatrMan: This letter is in reply to your request dated February 
9, 1951, for the views of the Department with respect to H. R. 2460, a bill to 
amend the Civil Aeronautics Act of 1938, as amended, and for other purposes. 

This bill would authorize the Secretary of Commerce to provide war risk 
insurance for aircraft, air cargo, crew and persons transported, and their personal 
effects and baggage when such insurance adequate for the needs of the air com- 
merce of the United States cannot be obtained on reasonable terms and conditions 
from companies authorized to do an insurance business in the United States. 
We believe that the Government should be authorized to provide war risk in- 
surance under such conditions. If this coverage could not be obtained, it ap- 
pears that necessary commercial flying would be seriously curtailed. Avail- 
ability of this coverage from private companies is within the control of such 
companies, and power is reserved in their policies to withdraw coverage on 48 
hours notice. 

We therefore believe that early enactment of legislation to authorize the 
Government to provide war risk insurance is necessary to provide stand-by 
authority in the event commercial insurers determine that risks are so great as 
to warrant their discontinuing the coverage. 

We are informed that the Departments of State and Defense have indicated 
some concern over the possibility that action would be taken pursuant to au- 
thority granted by this legislation, in an area in which those Departments are 
interested, without consultation with them. We assure you that the adminis- 
trator of the program will under take to obtain the views of the interested agen- 
cies, and we do not believe a statutory requirement to consult is necessary to 
assure action which would be taken in the interest of good administration of the 
authority therein proposed. 

The language of H. R. 2460 has been considered by interested Government 
agencies, as well as representatives of the air transport and insurance industries, 
and we believe that this bill meets satisfactorily any problem arising out of 
circumstances which would make necessary the issuance of war risk insurance 
by the Government. We hope that the Congress can act favorably on this bill 
at an early date. 

The Bureau of the Budget advises us that there is no objection to the sub- 
mission of this report. If we can be of further assistance in this matter, please 
call on us. 

Sincerely yours, 
CHARLES SAWYER, 
Secretary of Commerce. 


81710—51——-2 
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Civi ApRONAUTICS Boarp, 
Washington 25, February 20, 1951. 
The Honorable Ronert Crosser, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 


wa Mr. Crosser: This is in reply to your request for comment on H. R, 

The proposed legislation authorizes the Secretary of Commerce, with the 
approval of the President, to provide war risk insurance for aircraft, cargoes, and 
crew members, when insurance cannot be obtained at reasonable rates from 
companies authorized to do business in this country. 

The reasons for affording Government assistance in the procurement of insur- 
ance in the field of air transportation are basically similar to those underlying 
the provisions of the Merchant Marine Act providing for war risk insurance for 
American vessels. (Public Law 763, 81st Cong., 2d sess.) In the present state 
of world affairs it is highly important that our commercial air carriers continue 
their operations in areas where it is in the national interest that air transportation 
be available even though the continuance of such operations may entail risk to 
such an extent that insurance is not commercially obtainable. 

Without some provision for insurance such as is provided in the proposed 
legislation, the inability to procure insurance commercially may be expected to 
deter air transport operations of vital importance to the national interest, or if 
the national interest is to be served, to require the air carriers to subject their 
investment to an undue risk. We are therefore in favor of this legislation. 

Section 1307 (a) of the bill contains a provision that the amount of a claim 
paid shall not exceed the fair and reasonable value of the aircraft, as determined 
py = Secretary of Commerce after consultation with the Civil Aeronautics 

oard. 

As you know, the Board in the conduct of its operations, has acquired a signifi- 
cant amount of data relative to the value of particular aircraft and has accu- 
mulated considerable experience on the subject of aircraft valuation generally, 
all of which it stands ready to make available to the Secretary to the fullest extent 
in order to assist in carrying out the provisions of this section of the bill, which 
the Board fully approves. 

The Bureau of the Budget has advised that there would be no objection to the 
submission of this report. 

Sincerely yours, 
D. W. Rentze., Chairman. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, February 15, 1951. 
Hon. Ropert Crosser, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives. 

My Dear Mr. CuarrMan: Reference is made to your letter of February 9, 1951, 
acknowledged by telephone February 13, requesting a report on H. R. 2460, 
Eighty-second Congress, entitled “A bill to amend the Civil Aeronautics Act of 
1938, as amended and for other purposes.” 

A companion bill, 8. 435, was introduced in the Senate January 11, 1951. 

Under date of December 13, 1950, this Office made a report to the Chairman 
of the Committee on Interstate and Foreign Commerce, United States Senate, 
on 8S. 4169 (Committee Print No. 1), Eighty-first Congress, most of the provisions 
of which were identical to those of the pending bill, H. R. 2460. In the said 
report, it was stated that the obvious purpose of the proposed legislation was ‘‘to 
extend to aircraft the authority of the Secretary of Commerce to provide war 
risk insurance given him, so far as surface vessels are concerned, by the amendment 
to the Merchant Marine Act of 1936, as amended, contained in Public Law 763, 
Eighty-first Congress, approved September 7, 1950.” Also, it was strongly 
recommended in the report that subsection 1307 (f) of the bill be amended by 
substituting for the proviso which would have made the financial transactions 
of the Secretary of Commerce “final and conclusive upon all officers of the Gov- 
ernment”’ a new proviso as follows: 

‘Provided, That because of the business activities authorized by this title, the 
Secretary may exercise the powers conferred in said title, perform the duties and 
functions and make the expenditures required in accordance with commercial 
practice in the insurance business, and the General Accounting Office shall allow 
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credit for such expenditures when shown to be necessary because of the nature of 
such authorized activities.” 

It is noted that the proviso so recommended is included in the pending bill H. R, 
2460. However, upon further study of the proposed legislation, certain additional 
comments and recommendations are deemed appropriate. 

The insurance program contemplated by this proposed legislation is essentially 
a business-type enterprise and is treated as such in section 1307 (f) which requires 
the Secretary to prepare annually and submit to the Congress a gompsne tn 
budget and to maintain its accounts on a commercial basis subject to audit by 
the General Accounting Office in accordance with principles and procedures 
a ey to commercial transactions as provided by the Government Corporation 

ontrol Act. 

In my reports to the Congress on the audit of the ones and corporations 
subject to the Government Corporation Control Act, I have strongly recom- 
mended as a matter of sound accounting principle that they pay all costs incurred 
by the Treasury in making funds available for their operations and the costs in- 
curred by the Government in providing civil service retirement and disabilit 
fund benefits, and in making contributions to the employees’ compensation fund, 
Legislation effecting this recommendation has been enacted with respect to the 
Export-Import Bank (as to Treasury costs), the Virgin Islands Corporation and 
the Panama Railroad Company. In line with this policy, the V ererny legisla- 
tion reactivating the War Damage Corporation (H. R. 1031 and 8. 114) and for 
rechartering of the Reconstruction Finance Corporation (8, 515) contain provi- 
sions requiring these payments to be made. In that connection, attention is in- 
vited to Senate Report No. 2685, Eighty-first Congress, relative to audits of 
Government corporations, copy enclosed. . Accordingly, as it appears that some 
appropriated funds will be made available to the Secretary, and civil service em- 
ployees will be utilized, it is strongly recommended that there be added to section 
1306 the following new subsections: 

“(d) Annual payments shall be made by the Secretary to the Treasury of the 
United States as miscellaneous receipts by reason of costs incurred by the Gov~ 
ernment through the employment of appropriated funds by the Secretary in 
carrying out the provisions of this title. hese payments shall be computed by 
applying to the average monthly balance of appropriated funds retained in the 
revolving fund a percentage determined annually in advance by the Secretary of 
the Treasury. Such percentage shall not be less than the current average rate 
which the Treasury pays on its marketable obligations. 

“‘(e) The Secretary shall contribute to the civil service retirement and dis- 
ability fund, on the basis of annual billings as determined by the Civil Service 
Commission, for the Government’s share of the cost of the civil service retire- 
ment system applicable to the employees engaged in carrying out the provisions 
of this title. he Secretary shall also contribute to the employees’ compensation 
fund, on the basis of annual billings as determined by the Federal Security Ad- 
ministrator for the benefit payments made from such fund on account of the em- 
ployees engaged in carrying out the provisions of this title. The annual billings 
shall also include a statement of the fair portion of the cost of the administration 
of the respective funds, which shall be paid by the Secretary into the Treasury 
as miscellaneous receipts.” 

Other than as above set out, I have no suggestions to make with respect to the 
enactment of H. R. 2460. 

Sincerely yours, 


AMEND CIVIL AERONAUTICS ACT OF 1938 


Frank L. Yates, 
Acting Comptroller General of the United States. 


The Cuarrman. Mr. Davis, we will be glad to hear you. 


STATEMENT OF THOMAS W. S. DAVIS, ASSISTANT SECRETARY 
OF COMMERCE, ACCOMPANIED BY MATTHEW HALF, ACTING 
SOLICITOR, DEPARTMENT OF COMMERCE, AND GEORGE W. 
McMAHON, ASSISTANT CHIEF, DIVISION OF INSURANCE, 
MARITIME ADMINISTRATION 


Mr. Davis. Thank you, Mr. Chairman. 

Mr. Chairman, I have with me Mr. Matthew Hale, Acting Solicitor, 
Department of Commerce, and Mr. George W. McMahon, Assistant 
Chief, Division of Insurance, Maritime Administration. 
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The reason for Mr. McMahon’s being here is there is a war-risk- 
insurance program in the Maritime Service and he is available to 
answer any questions as to the details and as to how that operates, 
because the two programs are quite similar and analogous. 

I understand that we are somewhat limited as to time, and I will 
proceed as you prefer. I will either read my prepared paper or submit 
it for the record, whichever you prefer. 

Mr. Harris. Mr. Chairman, I think it might be well for the record 
to show at the outset that Mr. Davis is Assistant Secretary of Com- 
merce. 

The CuarrMan. You may proceed as you desire. 

Mr. Davis. Well, I am at your disposal, but if there is no objection 
I will proceed with the reading of my statement. 

The CHarrMANn. You may proceed as you prefer. 

Mr. Davis. It is a privilege to appear before this committee to set 
forth the views of the Department of Commerce with respect to H. R. 
2460. This bill would authorize the Secretary of Commerce to 
provide war-risk insurance for aircraft, air cargo, crew and persons 
transported, and their personal effects and baggage. 

The ordinary insurance policy or the type of policy now in effect 
covering the property, aircraft to take a particular example, covers 
the usual perils of fire, damage, etc., and excepts certain named war 
risks from coverage. These exceptions, known as “free from capture 
and seizure” or analogous clauses are generally standard in content 
and exclude from coverage under the policy covering usual hazards 
any claim for loss, damage or expense arising out of incidents of war. 
I have attached for the information of the committee, as an appendix 
to this testimony, a typical war-risk-exclusion clause. 

These war risks are insured against separately either by adding a 
rider to the original policy or by purchase elsewhere. War-risk 
insurance could be provided by the Government under H. R. 2460 
only when the President has approved, and only when the Secretary 
has determined that such insurance adequate for the needs of the 
air commerce of the United States cannot be obtained on reasonable 
terms and conditions from companies authorized to do an insurance 
business in the United States. 

The bill further provides that the Department of Defense and 
such other agencies of the United States as the President may desig- 
nate may obtain such insurance without the payment of premiums 
when the head of such an agency agrees to indemnify the Secretary 
of Commerce for losses covered by such insurance. Provision is also 
made to allow the use of the facilities and trained personnel of com- 
mercial insurance companies in the operation of the program and to 
allow reinsurance with, and reinsurance of, such companies if it 
appears to be an appropriate manner of carrying out the program. A 
revolving fund is also authorized which, together with other corporate- 
type powers granted, would enable the program to be carried out on 
a business-like basis along the lines of commercial insurance practice. 
The bill would require a statement in the policy of the maximum 
amount to be paid in the event of a total loss. In determining the 
value of the aircraft to be insured, which value represents the maxi- 
mum to be paid on total loss, the Secretary would be required by the 
terms of this bill to consult with the Civil Aeronautics Board. 
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The need for this legislation can be stated very simply: Commercial 
war risk coverage for aircraft is subject to termination on 48 hours’ 
notice. Property owners would then be compelled, in the absence of 
legislation such as is here proposed, to assume their own risks. This 
financial burden would at least curtail affected operations seriously 
and create an inflationary schedule of charges, or at the worst it would 
preclude such operations. When air transportation is necessary and 
the absence of war risk coverage precludes or impedes such trans- 

ortation, the Government, under authority granted by the proposed 
fepislation, could provide assurances to enable the industry to provide 
the service. 

It may very well be that circumstances will permit the commercial 
markets to provide the necessary coverage. It appears to be the 
obvious intention of the bill, and we assure you that it would be our 
intention in administering such a program, to provide Government 
coverage only when, to use the language of the bill, “such insurance 
cannot be obtained on reasonable terms and conditions from companies 
authorized to do an insurance business in a State of the United 
States.” 

This proposed legislation is very similar to authority for marine 
war risk insurance provided by the Eighty-first Congress (Public Law 
763) which was in turn patterned after marine war risk insurance 
enacted by the Congress in June 1940, approximately 16 months 
before the authority was actually needed in World War IT. 

The marine war risk insurance program is administered by the 
Department of Commerce and because of the similarity of the pro- 
grams, because of the fact that the bulk of risks in aviation are under- 
written by the same insurers underwriting marine risks, and because 
of the statutory interest of the Department in aviation matters, we 
believe that this Department is appropriately designated in the bill 
as the administrator of this program. 

In general terms, by way of illustration, the maritime war risk 
insurance program is operated in this manner. For Government 
operated vessels, the reimbursable provisions of the Maritime War 
Risk Act are utilized under which coverage is granted without pre- 
mium charges and losses would be paid with reimbursement by the 
agencies operating the vessels. For commercial vessels, binders are 
to be issued, for a fee, which provide for Government coverage when 
commercial insurance is not availab!< under reasonable terms and 
conditions. When such an emergency occurs, announcement of 
premiums to be charged to reflect the risk to the extent practicable 
will be made. We endorse this principle of charges which is set forth 
in both the maritime legislation and H. R. 2460. 

For two reasons, the aviation program will, if time allows, be 
carried out on a slightly different basis. First, unlike the conditions 
existing in the marine industry, there are relatively few different 
types of aircraft in commercial use affected by war risk insurance and, 
second, this proposal, in contrast to the marine war risk legislation, 
specifically requires a stated amount in the policy as the maximum 
amount to be paid in the event of total loss. The first step to be 
taken, therefore, would be the evaluation of the aircraft to be covered. 
This evaluation would be made after consultation with interested 

arties and agencies including the CAB as required by H. R. 2460, 
he industry would then be advised of evaluations. 
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_ The next step would be the undertaking of a continuous study of 
circumstances and risks to enable the Department to set premium 
rates which would reflect the risks to be borne. This would enable 
the Government to provide coverage on short notice when the emer- 
gency arises. 

Your attention is also invited to the proviso in section 1302 (a) of 
H. R. 2460. This proviso would prohibit the issuance of war risk 
insurance by the Secretary to protect against war risks on persons or 
property engaged or transported exclusively in air commerce within 
the continental United States (excluding Alaska). We are informed 
that the general problem of protection of domestic property in the 
event of war damage is being considered elsewhere in the fa A Aa 
There appears to be no reason to single out the domestic property or 
cargo of the aviation transport industry for special or different treat- 
ment and we therefore are of the opinion that this domestic property 
should be protected in the same manner as other domestic property. 
We believe that this proviso would accomplish the desired ph of 
treatment. 

The language of H. R. 2460 has been considered by interested 
Government agencies, as well as represertatives of the air transport 
and insurance industries, and we believe that this bill meets satis- 
factorily any problem arising out of circumstances which would make 
necessary the issuance of war risk insurance by the Government. 

We believe the enactment of H. R. 2460 would be a provident action 
and hope that the Congress will see fit to enact it in the near future. 
If Government action in this field is necessary we believe it will be 
administered much more satisfactorily and at less cost if stand-by 
authority establishing the guide posts is provided now than if a pro- 
gram is planned and executed later under such emergency conditions 
when commercial war risk insurance may not be available. 

That is the end of my statement, Mr. Chairman. 

The CHarkMAN. Any questions? 

Mr. Hinsnaw. Mr. Chairman. 

The Cuarrman. Mr. Hinshaw. 

Mr. Hinsuaw. Having read a little bit, while our distinguished 
Assistant Secretary of Commerce has been presenting his statement, 
I note that other witnesses intend to suggest a minor change in line 4 
on page 9 of the bill to insert the word “aviation” before the word 
“insurance.”’ Is there any objection to that? 

Mr. Davis. I did not get that, Mr. Hinshaw. 

Mr. Hinsnaw. In line 4, page 9. 

Mr. Davis. Line 4, page 9. 

Mr. Hate. ‘Aviation’ before “‘insurance’’? 

Mr. Hinsuaw. That is right. 

Mr. Davis. I see no objection to it. I do not think it would change 
the meaning. 

Mr. Hinsuaw. That same language is referred to on page 7, line 12, 
where it refers to aviation insurance businesses. 

Mr. Davis. I cannot see where it would change the meaning of it 
at all. I have no objection to it. I should say that the intent is there. 

Mr. Hinsnaw. And, that same language is being used on page 7, 
line 12, to make the language consistent. 

Mr. Douurver. Mr. Chairman. 

The Cuarrman. Mr. Dolliver. 
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peuntes by this My remarks are addressed to the Assistant 
oom 8 For the most part, the war risk insurance is such that the 
person obtaining the war risk insurance, is to pay a premium, is it not? 


Mr. Davis. That is correct. 

Mr. Dotutver. In other words, this is not a handout from the 
Government? 

Mr. Davis. That is correct. 

Mr. Dottiver. For commercial aircraft which is owned and oper- 
ated by Government subsidy, and in such cases it would be a mere 
matter of bookkeeping, of course; but as to the private commercial 
operator, the aircraft involved in this program and the insurance 
would cost them something? 

Mr. Davis. It would cost them something; yes, sir. 

Mr. Douuiver. And that would have to be figured out by the usual 
methods of underwriting to determine what the cost should be? 

Mr. Davis. That is correct, sir. 

Mr. Dottiver. So in no sense does this bill give something free of 
charge to the operators. 

Mr. Davis. No, sir. 

Mr. Douutver. It merely provides a means by which they can get 
this insurance. 

Mr. Davis. That is correct. I might add, sir, that as a result of 
experience with marine war risk insurance in World War II, a profit 
was rendered to the Federal Treasury and I am informed that down 
through the years when marine war risk insurance has beer in opera- 
tion a profit has been shown. 

Mr. Douutver. There was quite a substantial program of marine 
war-risk insurance in operation by the Government during the war, 
was there not? 

Mr. Davis. Yes, sir. 

Mr. Dotuiver. There also was provision made by the law for the 
reinsurance of domestic insurance during the war, was there not? 

Mr. Davis. I do not know. Let me ask Mr. McMahon that. 

The Cuarrman. Mr. McMahon, will you state your name. 

Mr. McMauon. G. W. McMahon. 

Not on strictly domestic property. There was no war-risk insurance 
on strictly domestic property. It was strictly on marine business. 

Mr. HinsHaw. Will in pardon an interruption? 

Mr. Doutiver. I will. 

Mr. Hinsnaw. Was there not the War Damage Insurance Corpo- 
ration under which anybody could insure his home or his factory or 


——— else? 
r. McManon. That is right. That covered the domestic prop- 
erty of all kinds. 

Mr. Hinsnaw. I think that is what you are referring to. 

Mr. Do.utver. That is what I had in mind. 

Do you have any information about that, Mr. McMahon? 

Mr. McMauon. Nothing but just general knowledge of its 
operation. 

Mr. Do.utver. Can anyone answer this question, Was that oper- 
ated in the Department of Commerce? 

Mr. McMaunon. No; that was handled by the RFC and they 
utilized the services of the underwriters to write the policies. 
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Mr. Douutver. Now, Mr. Davis, as a practical matter, this whole 
program would be handled by means of reinsurance, would it not, by 
the commercial insurance companies? 

Mr. Davis. With the commercial insurance 

Mr. Dotutver. Pardon me. 

Mr. Davis. With the commercial insurance, yes. 

Mr. Douurver. In other words, the Government, for a fee, would 
simply act as reinsurer for the commercial insurance companies, so 
that these excluded risks which you have mentioned on the last page 
of your statement would be covered; is that not about the size of it? 

Mr. Davis. That is correct. 

Mr. Douuiver. Thank you, Mr. Chairman, that is all. 

Mr. O’Hara. Mr. Chairman. 

The CHarrMan. Mr. O’Hara. 

Mr. O’Hara. Mr. Davis, I have another question. When does 
this insurance become operative or in effect; when does it apply? 
From the title of the bill I do not find the language—does it mean a 
state of war? 

Mr. Davis. It means when premiums for war risk insurance that 
is offered privately by private insurance companies become so un- 
reasonable, that the need for such insurance becomes apparent. 

Mr. Hate. Will you speak a little louder, please. 

Mr. Davis. It means—when it is determined that the private in- 
surance companies do not offer war-risk insurance on reasonable 
terms, and there is a need for such insurance, and the Secretary of 
Commerce makes that determination, then this would be operative. 

Mr. O’Hara. Would it be a state of war; would that have to be 
the situation first? 

Mr. Davis. It could be a state of war; probably would be; or such 
grave emergency. 

Mr. O’Hara. What about the police action in Korea? 

Mr. Davis. Well, 1 will tell you how that operated. 

My understanding is that there is no war-risk insurance carried 
by any operator—that is, aircraft operator. 

What happened there was this. In effect the Department of 
Defense became an insurer; agreed to reimburse the operators, the 
private operators whose planes they took, for any losses or damages. 
I do not know whether that answers your question specifically or not. 

Mr. O’Hara. Well, the point I was getting at was, and what I 
wanted to know is, whether this bill gives the Secretary of Commerce 
the right to declare that war risk insurance should be taken over by 
the Government until such time as Congress has passed a declaration 
of war, which I understand is still in the Constitution. 

Mr. Davis. That is correct. 

Let me ask Mr. Hale as to just what that point is. 

Mr. Matrnew Hate. This merely authorizes the issuance of the 
insurance before any declaration of war. It would be insurance 
against risks arising out of war, but it might be insurance before 
there was in fact a declaration of war. In other words, it would have 
nothing to do with the declaration or failure to declare war. 

Mr. O’Hara. Weil, in other words, in the current situation, while 
people are getting killed over there, and I suppose planes are getting 
shot down, and one thing and another, and commercial airplanes are 
flying over there or in that vicinity and are in danger, are they 
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protected by war risk insurance or not, so far as this operation is 
concerned now? 

Mr. Marruew Hate. Well, the type of thing which might happen 
to a plane flying over Korea would not be covered by an ordinary 
policy. It would be excluded by the war risk exclusion clause and 
would be covered by a war risk insurance policy. 

This would be subject to a determination, as Mr. Davis stated, and 
would cover war, invasion, civil war, revolution, rebellion or warlike 
operations, whether there be a declaration of war or not. 

Mr. O’Hara. Well, in other words, it is a question of determination 
which is left up to the Secretary of Commerce as to whether such 
insurance should be issued; is that the situation? 

Mr. Marruew Hate. With the approval of the President; yes, sir. 

Mr. Davis. It is also, Mr. O’Hara, a situation in which the insurance 
companies ;watch these things very carefully and they are going to 
place premiums on their policies to reflect the risk involved, and it 
might well be that short of war, insurance companies would raise their 
premiums to a point where they would not be reasonable. 

Mr. O’Hara. Well, another example; what is the situation so far 
as some of the national and international companies that have been 
flying stuff over there? Sometimes I presume they mix Government 
cargo and some civilian and some Government cargo; under contract, 
as I assume. 

Mr. Davis. That is correct. 

Mr. O’Hara. Is there anything which covers them under their 
contracts; are they already insured or reinsured; or what is the 
situation? 

Mr. Davis. As I understand it—my information is, rather, that 
there is no war risk insurance from private companies in effect on 
those aircraft. The Department of Defense is, in effect, insuring 
those aircraft against losses, to the owners of the aircraft. 

Mr. O’Hara. Under specific language? 

Mr. Davis. Under specific language. 

Mr. O’Hara. Which would mean that if the plane went down from 
other than war causes, it would only be covered by the general 
insurance and not by war risk? 

Mr. Davis. I am not familiar with the details of that agreement, 
so I could not speak to them. 

Mr. O’Hara. But, this would require the paying, if this bill were 
in effect, the Secretary of Commerce would not be in a position now, 
under existing law, to issue any war risk insurance coverage. Is that 
true? 

Mr. Davis. That is correct. There is not now in effect any war 
risk insurance on planes or aircraft in air transport. 

Mr. O’Hara. And as I understood from the gentleman, Mr. 
Hale, this would not necessarily mean that there would have to be a 
declaration of war by the Congress, but it might be issued at any time 
that the Secretary of Commerce saw fit. Is that correct? 

Mr. Davis. Based on conditions which would mak» it necessary. 

Mr. O’Hara. Subject to the approval of the President? 

Mr. Davis. Yes. 

Mr. Hinsuaw. Mr. Chairman. 

The CuatrrmMan. Mr. Hinshaw. 
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Mr. Hinsnaw. I note in the statement of the Assistant Secretary 
that there is a lack of the statement that the measure has the approval 
of the Bureau of the Budget and | wonder whether or not it does have 
such approval. 

Mr. Davis. It does have such approval. 

Mr. Hinsuaw. Now, we have had submitted to the committee a 
table, a statement that certain suggestions have been made by the 
State Department, and the Comptroller General. May I ask, Mr. 
Chairman, whether the members of the State Department and the 
Comptroller General’s office are going to testify on this bill? 

The CHarrMan. I have no list here. 

Mr. Hinsuaw. I think, Mr. Chairman, that we ought to inquire 
of the Assistant Secretary of Commerce concerning these recommenda- 
tions by the State Department, and if that is agreeable I should like 
to do so. 

The CHatrMan. We will be very glad to have you do that. 

Mr. Davis. I will be very glad to hear them and try to answer them 
to the best of my ability. If I do not know I will say so. 

Mr. Hinsuaw. In this statement which has been submitted to us 
and a letter which I believe has been submitted to the Chairman, 
which I am just now handing to him, which has been handed to me, 
there is a suggestion that if insurance coverage is to be extended to 
foreign aircraft that the Secretary of Commerce should receive approval 
of the Secretary of State before action is taken. 

Mr. Davis. That is contemplated, that is, the Secretary contem- 
plates placing this before the Secretary of State for advice, if insurance 
is issued on foreign aircraft. 

Mr. Hinsnaw. That is the suggestion I found on the sheet that 
has been handed to me, and I read it verbatim. 

Mr. Davis. Right now I can see no objection to that. 

Mr. Hinsuaw. And, the second suggestion is that insurance of 
cargoes carried on aircraft be limited to cargoes that might affect the 
national defense of the United States. 

Mr. Davis. Mr. Hinshaw, I believe that that would be the effect 
in any event. That would certainly be the intention and I see no 
difficulty with that. 

Mr. Hinsuaw. Well, I see some difficulty with it. I see the difficulty 
that there might necessarily be a determination as to the question of 
whether or not the cargo was such as affected the national defense of 
the United States and that determination would be very difficult to 
make; and I see that if the aircraft is to fly in a zone, such as off shore 
from the Malay Peninsula or Hong Kong or any other place, where 
active hostilities are being carried on, whether or not it be called war 
or insurrection or what, that enemy aircraft, that is, aircraft of one 
of the participants in such war, might take occasion to shot down a 
civil aircraft of the United States and thereby cause its complete loss. 

Now, it seems to me that if the insurance of the cargo could be 
limited to those cargoes that might affect the national defense of the 
United States, that is going to be a limitation on the type of cargo 
that is carried in an area and there must be a statement on the part of 
the National Defense Establishment that before it can be carried 
that it does affect the national defense of the United States, otherwise 
the carrier will not carry it in such a zone. 
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Mr. Davis. Well, if I understand you correctly, we are in agree- 
ment. We are thinking alike on that. In drafting regulations it 
would be possible, and I believe should be done, to make an appropri- 
ate distinction between the various classifications of cargo, whether 
it is in the interest of national defense or private, and I would assume 
that only cargo would be carried and personnel would be carried into 
these areas which were in the interest of national defense. 

Mr. Hrnsuaw. Well now, I would have to disagree with the gentle- 
man, for the reason that these commercial aircraft, operating in 
commerce and not being contracted for by any agency of the Govern- 
ment, or in the business of carrying passengers, cargo, mail, and so 
forth and so on, and yet they might run into a situation where some 
hostile group could cause damage to the aircraft, if not its complete 
loss together with the loss of passengers, crew, cargo, and everything 
else, and it seems to me that to limit this insurance to items which 
might affect the national defense of the United States would place a 
direct limitation upon the aircraft of the United States flying in foreign 
commerce, to proceed along the lines of their own routes, regardless of 
the conditions that might obtain between other countries or two fac- 
tions within some country which might be wholly unrelated to any 
efforts of the United States. 

Mr. O’Hara. Will the gentleman yield? 

Mr. Hrnsuaw. I will yield. 

Mr. O’Hara. Mr. Davis, it appears to me that as to the points 
2, 3, and 4, raised by this statement here, that in World War II, the 
air carriers of this country were suddenly called upon by the Govern- 
ment. The Government said, “We have got to have every plane 
you’ve got.”” I do not know whether any contracts were signed or not. 

Now, here is a carrier that has an airplane. He has got to fly, we 
will say, to Hong Kong immediately. Here is a group of people who 
are going down there on this plane, or have got to take this plane. 
Some of them may be in Government service and some of them may 
not be. How is that poor carrier going to determine when he applies 
for his insurance, or if that plane is lost by being knocked down by 
enemy action, how in the world is he going to be in a position to 
determine who is covered and who is not, under the suggestions made 
by the statement? I say that it is completely impossible. 

Mr. Davis. I am not an insurance expert. I would like to ask 
Mr. Hale to address the committee on that. 

Mr. Marruew Hate. The way the bill is set up the insurance would 
cover, subject to the regulations of the Secretary whatever was on the 
plane. I think what the Secretary had in mind was in emergency 
times the kinds of places where planes could fly and the kind of cargo 
which could be carried on the planes, and the kinds of passengers 
would be restricted by the Government as is the case now in the case 
of ships going to China. 

Mr. Hinsuaw. Before December 7, 1941, there were no hostilities 
between the United States and Japan. Sometime in the morning in 
Hawaii they started. At the same time, there were American air- 
craft in civil service or in the civil commerce flying in both directions, 
I believe, between the Philippine Islands and Hawaii and China. 
They had no notice of any war or any hostilities, because that was a 
very complete surprise action and yet if one of those planes had been 
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shot down there would have been no determination. If they were, at 
the same time, covered by war-risk insurance which was limited only 
to the cargo, let us say, that might affect the national defense of the 
United States, who is going to make that determination? You are 
going to have to take every individual item that goes on the aircraft 
in the nature of cargo and determine whether or not that particular 
item might affect the national defense of the United States. It 
seems to me it is absolutely unworkable. 

Mr. Marruew Hate. If that determination has to be made after 
the war, it probably would be unworkable. 

Mr. Hinsuaw. If it were made before the war it would be a very 
serious delay, because you would have to get approval from Wash- 
ington. 

Mr. Matrnaew Hare. What we had in mind was that the bill 
would cover the aircraft which were flying and the cargo which was 
in the aircraft. The problem of eliminating flights by planes to areas 
where they shouldn’t go would be handled under other legislation, 
as we are now doing. 

Mr. Hinsuaw. I take it that you would not approve of item 2 of 
the State Department recommendation. 

Mr. Marruew Hate. I think not, sir. What is necessary to be 
done can already be done under this bill. 

Mr. Hinsuaw. Item 3 makes the same suggestion, and suggests 
that insurance of personal effects and baggage carried on an aircraft 
be limited to persons who are traveling in the national interest. 

It seems to me, Mr. Chairman, that that is unworkable. 

No. 4 suggests that insurance against loss of life, injury, or deten- 
tion by an enemy be limited to those traveling in the national interest 
of the United States. 

The No. 5 suggestion of the State Department is that the provision 
limiting the Secretary of Commerce to issuing insurance only in 
event such insurance is not procurable from commercial sources 
might result in his being in a competitive position with foreign insur- 
ance companies. 

What difference does that make? 

Mr. Davis. It is provided in this bill that insurance would be issued 
or obtained from insurance companies authorized to do business in 
any State of the United States. 

Mr. Hinsuaw. That would include Lloyds of London and quite a 
number of British companies in the insurance business? 

Mr. Davis. That would include foreign insurance companies who 
are doing business in the United States. 

Mr. Hinsuaw. That is correct. Therefore, the suggestion of the 
Secretary that it might place the Department of Commerce in com- 
petition with foreign insurance companies would only hold or only 
obtain in the event that the foreign insurance company was not 
licensed to do business within some State in the United States. 

Mr. Davis. Under the terms of this bill, that is correct, sir. 

Mr. Hinsnaw. The Comptroller General makes the following sug- 
gestions. They suggest an amendment be made to cover in the 
Treasury an amount that would represent interest on the money used 
by the Secretary of Commerce and at the going rate for Government 
borrowings. 
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Mr. Davis. That would probably add to the cost of the adminis- 
tration of the bill, but if the Congress would like to have that in there, 
we would have no objection to it. 

Mr. Hinsuaw. Is there any estimate as to the amount of money 
used by the Secretary of Commerce pursuant to this bill? 

Mr. Davis. No, sir; that has not been made. 

Mr. Hinsuaw. Can that be made and presented? 

Mr. Davis. Probably not. We do not have any experience in this 
and there is no experience in it. Those are details that would have 
to be worked out and presented to the Appropriations Committee 
when the request is made for funds to carry out the terms of this bill. 

Mr. Hinsuaw. Was such a provision in the Marine Insurance Act 
of 1940? 

Mr. Davis. I do not know. Do you know, Mr. McMahon? 

Mr. McManon. No; there was not. 

Mr. Hrinsuaw. The second suggestion of the Comptroller General 
is that the Secretary of Commerce shall pay into the Treasury of the 
United States an amount determined by the Civil Service Commission 
sufficient to reimburse the Government for retirement contributions 
made on behalf of the personnel engaged in this activity. 

I suppose “the personnel engaged in this activity’? means those 
persons in the Department of Commerce who are engaged in this 
insurance program. 

Mr. Davis. That, I would assume to be correct. I do not believe 
that is in effect insofar as the Maritime Administration is concerned 
at the present time, because they are engaged in other duties along 
with this, as I understand it. 

Mr. Hinsuaw. That would be a very difficult computation. 

Mr. Davis. It would be very difficult, and I do not see what it would 
accomplish, really. 

Mr. Hrnsnaw. They also recommend that there be inserted in the 
language of the bill in section 1306, on page 6, that: 

Annual payments shall be made by the Secretary to the Treasury of the United 
States as miscellaneous receipts by reason of costs incurred by the Government 
through the employment of appropriated funds by the Secretary in carrying out 
the provisions of this title. These payments shall be computed by applying to the 
average monthiy balance of appropriated funds retained in the revolving fund a 
percentage determined annually in advance by the Secretary of the Treasury. 
And so forth. 

Those insertions are recommended as paragraphs (d) and (e). 

The CuarrmMan. Gentlemen, there is a call of the House and the 
committee will have to recess until tomorrow morning at 10 o'clock. 
We would like to have you come back again, Mr. Davis. 

Mr. Davis. I will be glad to. 

Mr. Beckwortn. Mr. Chairman? 

The Cuarrman. Mr. Beckworth. 

Mr. Becxwortnu. My colleague from Texas, Representative J. M. 
Combs, talked to me this morning about the over-all general problem 
in war-risk insurance and wanted me to include in the record a letter 
that he received from a man who had considerable experience in World 
War II. I would like to ask unanimous consent to include the letter 
written to Representative Combs. 

The Cuarrman. Without objection it is so ordered. 
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(The letter referred to follows:) 
SmMELKER-Wirtuers & Co., 
Beaumont, Tex., October 1, 1950. 
Re war damage insurance. 
Mr. J. M. Comps, 
American National Bank Building, Beaumont, Tez. 

Dear JupGe: We are glad to have you back in Beaumont for a short visit 
before Congress again convenes and know that you are enjoying the very much 
needed rest from the business and turmoil which constantly besieges you in 
Washington. 

You will recall, during World War II the Government created the above insur- 
ance coverage which was designed to reimburse our citizens for damage to their 
property whether it be military invasion, bombing, sabotage or other action 
resulting from activities of the war. Our insurance magazine periodicals have 
been carrying quite a number of articles on the re-creation of this coverage by 
the Government with details and writing of policies being handled by insurance 
companies under a working arrangement between the Government and the 
insurance companies war-damage insurance committee. 

Time and conditions make necessary some changes and by reason of knowledge 
gained in the handling of war-damage insurance during World War II it is very 
evident and important to property owners that the coverage of vandalism and 
malicious mischief should also be allowed on an optional bawis which coverage 
would be in addition to that which the war-damage insurance provided under 
their insurance plan during World War II. 

Some property owners, industrial plants as well as individual properties, provide 
themselves protection through insurance channels with fire and some with fire 
and extended coverage and some with fire, extended coverage and vandalism and 
oo mischief, but very few policyholders include vandalism and malicious 
mischief. 

It has been our observation and experience in the handling of properties as 
insurance adviser to both Navy and contractor that it is sometimes very difficult 
to determine whether a loss is sabotage or whether it is vandalism or whether it is 
malicious mischief as they are all very closely related and sometimes difficult to 
prove sabotage when, in your own mind you know that to be true, but not difficult 
to prove vandalism or malicious mischief. In such a situation, if sabotage could 
not be proven then there would be no claim under the war-risk coverage under 
the old form of policy although in your own mind you knew the loss to be that of 
sabotage. 

More specifically, the writer was insurance adviser for both the United States 
Navy and Consolidated Steel Corp., contractors at Orange, Tex., for the period 
from 1941 to the closing of the plant which was about 1946 during which time we 
experienced several losses and not one of them could be proven to be sabotage 
but proof of vandalism or malicious mischief would not have been difficult and 
one of the losses exceeded $100,000 in damage. 

It is our opinion that the need of providing war-risk insurance on property will 
develop in the next few months as coverage attaches for military operation and 
maneuvers as well as actual shooting and in such event, we would urge that war- 
risk coverage be so devised that a property owner will have the option of including 
vandalism and malicious mischief coverage at a price over and above the price of 
war-risk coverage which provides only sabotage and military loss. 

The rate for such coverage should be very nominal. It is our recollection that 
war-risk rates were 10 cents per $100 per year or $1 per $1,000 on insurance during 
World War II. Some types of industrial plants rated a little in excess of 10 cents 
up to 12 cents on plants of a vital necessity for the war effort. We would suggest 
that in addition to war-risk rate that vandalism and malicious mischief be included 
at the option of the property owner at a rate of from 2 cents to 24 cents per $190 
insurance per year. : 

As, if, and when war-risk'‘insurance coverage is again made available to the 
property of American citizens, it is our opinion that you will be rendering many, 
many property owners and thousands of industrial plants a great service if you will 
contact the proper authorities and have them include the option of vandalism and 
malicious mischief as mentioned above. : 

The writer is anticipating the pleasure of a visit with you while you are in 
Beaumont in the next few days and with kindest personal regards and good wishes, 
we remain, 

Sincerely yours, 


SmEeLKER-WITHERS & Co., 
By K. C. WitHERs. 
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Mr. O’Hara. In light of these memoranda which have been de- 
livered to us regarding the attitude of the State Department and 
Comptroller General, | would suggest that it might be well to have 
both of those departments appear and testify relative to their view- 
points. 

Mr. Harris. If Mr. Davis is coming back some of us on this side 
would like to ask a few questions. 

The CHAIRMAN. Mr. Davis is coming back. 

I think Mr. O’Hara’s suggestion is a good one and I will ask the clerk 
to notify them to be here. 


(Whereupon, at 11:10 a. m., the committee recessed to be recon- 
vened at 10 a. m., Thursday, March 15, 1951.) 











TO AMEND THE CIVIL AERONAUTICS ACT OF 1938 
War Risk Insurance 


THURSDAY, MARCH 15, 1951 


Hovusr or REPRESENTATIVES, 
CoMMITTEER ON INTERSTATE AND ForREIGN COMMERCE, 
Washington, D. C. 
The committee met, pursuant to recess, at 10 a. m., in room 1334, 
New House Office Building, Hon. Robert Crosser, chairman, presiding. 
The CuarrmMan. The committee will be in order. 
Mr. Secretary, will you proceed again. 


STATEMENT OF THOMAS W. S. DAVIS, ASSISTANT SECRETARY 
OF COMMERCE, ACCOMPANIED BY MATTHEW HALE, ACTING 
SOLICITOR, DEPARTMENT OF COMMERCE, AND GEORGE W. 
McMAHON, ASSISTANT CHIEF, DIVISION OF INSURANCE, 
MARITIME ADMINISTRATION—Resumed 


Mr. Davis. Mr. Chairman, I have no additional statement to make. 
I came back this morning for additional questions. 

The Cuarrman. Are there additional questions? 

Mr. Becxworrtn. I had some additional questions, Mr. Davis. 

What I would like to learn is what would be the actual mechanics 
of this kind of policy, who would be likely to issue it, and what would 
be the procedure with reference, we will say, to airline X getting its 
insurance? 

Mr. Davis. Congressman Beckworih, I cannot answer that specifi- 
cally. I have today with me Mr. George McMahon, of the Maritime 
Administration. This contemplated program is quite similar in all of 
its aspects to marine war-risk insurance, and insofar as it can be help- 
ful to you, I would like to ask him how it operates with respect to the 
maritime service. 

Mr. McManon. In the marine end of it, it is contemplated that 
the Administration will appoint underwriting agents who will receive 
applications from the carriers for the insurance, and they will issue the 
binders which bind the Government, and receive the premiums and 
the fees that are charged, and account to the Government for them. 

Mr. Beckwortu. From what source would these underwriting 
agents come? 

Mr. McManon. It would be probably an association of domestic 
companies, or companies authorized to do an insurance business in 
the United States, formed into an organization; and that organization 
would act as the underwriting agent for the Secretary. 
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Mr. Becxwortu. Would the premium be paid to the underwriting 
agents, or would they be paid to the Secretary of Commerce? 

Mr. McMauon. The checks would be drawn to the Treasury of the 
United States. 

Mr. Becxwortu. Is there any information as to what percentage of 
commissions those underwriting agents would get? 

Mr. McManon. It would be a service fee, which would have to be 
agreed upon, based upon the services rendered. 

Mr. Beckwortu. Would that service fee compare with what those 
agents ordinarily make out of similar kinds of deals, we will say, with 
a private concern where the Government is not involved? 

Ir. McMauon. Not in the same sense, because they would not pay 
commissions. Their service fee would be based on their overhead 
expenses and actual out-of-pocket expenses. 

Ir. Beckwortu. Could you give us any example of the past ex- 
perience that will illustrate about what those fees are? 

Mr. McMauon. I am sorry, I can’t, because the figures aren’t 
available. The contracts that were in force during the last war are 
somewhat different than are contemplated in this case. 

Mr. Beckwortn. You certainly have some information about the 
contracts in the last war. 

Mr. McManon. Well, the contracts in the last war provided for a 
participation by the underwriters in the insurance. They had a floor 
and a ceiling whereby they could lose or profit. Their profits were 
limited, and premiums were paid to them, which wouldn’t be done in 
this case. 

Mr. Becxwortnu. But the check would be made payable to the 
Treasury, as you indicated. 

You surely have some information about the amount of the fees, 
and the latitude that existed between the low and the high. 

Mr. McMaunon. Well, I don’t think that you could draw any com- 
parison, because, as I say, the underwriters were paid premiums by 
the Government. 

Mr. Beckwortu. Leave the comparison alone, and give some infor- 
mation about what you envision in the future, if this law is passed, 
if this bill is passed. 

Mr. McMauon. I don’t think anybody has been able to consider, 
so far as the marine situation is concerned, what would be a fair fee 
to pay for the services that the underwriters would render. 

Mr. Beckwortu. You mean you have no idea what might consti- 
tute a fair fee for the underwriters? 

Mr. McManon. That is right. It would be principally their out- 
of-pocket expenses, plus their overhead. 

Roasi Beckwortu. Would it be done altogether on a negotiated 
plan 

Mr. McMauon. That is right. 

Mr. Becxwortu. Or would there be what would amount to com- 
petitive bidding? 

Mr. McMauon. No. 

Mr. Beckwortu. Why not? 

Mr. McManon. Because there is a very limited group that can 
qualify to act as an insurance underwriting agent for the Administra- 
tion. 

Mr. Becxwortn. How many? 
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Mr. McManon. I would say about 75 companies. 

Mr. Becxwortu. Would that not be enough to approach it from a 
competitive standpoint? 

Mr. McMaunon. Not very many of the individual companies 
would be equipped with the personnel to handle the details of work 
that the Administration would want them to handle. 

Mr. Becxwortu. Then you would not have 75 that would be in a 
position to do it, would you? 

Mr. McManon. The organization that is proposed is to be com- 
posed of an association similar to the underwriting syndicates that now 
operate. In other words, they form an organization of the domestic 
companies that are authorized to do a marine insurance business, and 
that association would act for the Administration as a single under- 
writing agent instead of individual companies. 

Mr Becxwortu. What would determine whether or not a person 
or a company could get in the association? 

Mr. McManon. Merely that they be authorized to do a marine 
insurance business in a State of the United States. 

Mr. Becxwortn. There would not be, really, any restrictive pro- 
visions, then, except that? 

Mr. McMauon. None at all. 

Mr. Beckwortn. Would there be any plan to divide the business, 
we will say, among all of those who are competent to do this kind of 
writing? 

Mr. McMauown. If the individual companies did not want to join 
the association, they would be privileged to act as underwriting agents, 
also, if they had the equipment to do so, 

Mr. Becxworru. Did the marine underwriters, the ones who un- 
derwrote the marine insurance, get fees or commissions? 

Mr. McMauon. In the last war? 

Mr. Beckwortu. Yes. 

Mr. McMauon. They were paid their premiums. The under- 
writers don’t get commissions. The underwriters pay commissions to 
brokers, in the normal course of business. 

Mr. Becxwortn. Did their income from this business come in the 
form of commissions or fees, in the case of the marine business? 

Mr. McMauon. It came in the form of premiums that were paid 
by the Government, the same as you pay a premium to your own 
insurance company. 

Mr. Beckxwortu. So far as you know, that will not be the way this 
will work? 

Mr. McManon. That is right. 

Mr. Beckwortu. How soon would you have any information 
about the prospective cost of these fees or what they would be? 

Mr. McManon. It should be within the next 60 days. 

Mr. Davis. That is for marine insurance. 

Mr. Becxworrn. I noticed yesterday a question was asked as to 
what might be the possible cost of this. Is it accurate to say that 
you have no idea what the cost of this program or plan might be per 
airship or per type of airship? You have no basis on which to esti- 
mate the cost to the Government? 

Mr. McManov. Is that question directed to me? 

Mr. Becxwortn. Yes. 

Mr. McManon. It is, of course, contemplated that the premiums 
paid for this insurance will cover the cost. 
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Mr. Beckworts. You mean all of the costs? 

Mr. McManon. Yes, sir. 

Mr. Beckwortu. Will it cover the complete cost of the govern- 
mental personnel that are administering it? 

Mr. McManovn. I believe that is contemplated, yes. 

Mr. Beckwortu. That is contemplated? 

Mr. McManown. Yes, sir. 

Mr. Davis. Congressman Beckworth, I would like to point out 
this fact: I believe I mentioned it yesterday, and I think this is in 
accordance with the report of the Comptroller General, that as a 
result of the marine war risk insurance program during World War II, 
moneys were turned over to the Treasury at the conclusion of it. In 
other words, a profit was shown in the operation. 

Mr. Beckwortu. And you would expect a profit to be shown in 
this operation, or certainly the cost would be covered? 

Mr. Davis. We hope so. Of course, in insurance it is difficult to 
tell whether we are going to show a profit or whether we are going 
to show a loss, from the standpoint of the actual insurance coverage. 

Mr. Beckwortu. He just made the statement that he felt it would 
be self-sustaining. 

Mr. Davis. We are going to set the rates for such insurance in 
accordance with the risk involved. That is spelled out. 

Mr. Beckwortru. Would you have authority, under the terms of 
this legislation, if you should see the rates are too low after operating 
3 months, or at a given period of stress, to raise the rates? 

Mr. Davis. I see nothing in the legislation which would prohibit it. 

Mr. Beckwortu. Would you expect to do it? 

Mr. Davis. Yes, sir. 

Mr. Beckwortu. Your real objective, then, would be to make it 
self-supporting entirely? 

Mr. Davis. Absolutely; that is correct, to conduct it as a business 
operation. 

Mr. Becxwortu. And from time to time, you would hope that 
you could make whatever necessary changes should be made to reach 
that objective? 

Mr. Davis. Yes, sir. 

Mr. Harris. Mr. Secretary, if that is a fact, and the Government 
can do it, why is it that the private insurance companies cannot do it? 

Mr. Davis. Well, you have a good point there. The only answer 
I can give you on that is this: Private insurance companies did not 
do it insofar as marine insurance was concerned, during the last war. 
The Government was able to offer it, and the Government did make a 
profit on the operation. 

The CuatrMan. Do you have more questions? 

Mr. Harris. I have several that I would like to ask. 

I would like to clarify this in my own mind with reference to this 
proposition: It seems to me that this is another proposal of the 
Government going into private business; is that right? 

Mr. Davis. Only when private business, the insurance business in 
this instance, sets their rates at such a point that they are not reason- 
able insofar as this particular operation is concerned. 

Mr. Harris. I would think that the insurance companies know 
more about the insurance business than the Government would, and 
in accordance with the liability, than any Government agency might 
know, would they not? 
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Mr. Davis. That is a good question, sir, and it may be true. I 
can only cite to you what I have said before. 

Mr. Harris. It is not necessary to do that. 

Do you know for a fact that the private insurance companies 
refused to insure carriers as this program would give them? 

Mr. Davis. No; 1 do not know that they refuse to insure carriers. 

Mr. Harris. Has this proposal been discussed with the represent- 
atives of insurance companies? 

Mr. Davis. Yes, sir. I pointed that out in my testimony, and I 
believe the Secretary did in his letter to the chairman addressed to 
this bill. 

Mr. Harris. What is that again? 

Mr. Davis. I believe the Secretary of Commerce pointed that out 
in his letter to the chairman, as I did in my testimony, that all 
interested parties were consulted. 

Mr. Harris. Who are these interested parties that were consulted? 

Mr. Davis. Members of the aviation industry, as well as insurance. 

Mr. Harris. What insurance companies? 

Mr. Davis. I cannot tell you specifically what insurance companies 
were consulted. 

Mr. Harris. Can you give me the representatives of the insurance 
industry that participated in this or who were consulted with? 

Mr. Davis. I do not have that information, sir. 

Mr. Harris. You do not have it? 

Mr. Davis. No, sir; 1 do not have. I will try to supply it for you, 
sir. 

Mr. Harris. You can supply it? 

Mr. Davis. I do not know that I can, but if it is available, I will 
get it for you; and I assume it is available. 

Mr. Harris. Did the representatives of the insurance industry 
state to the representatives of the Department of Commerce, you or 
the Secretary or anyone else in the Department, that they wanted 
this proposal and it was needed? 

Mr. Davis. We will supply that for the record, as to what degree 
of consultation there was with the interested groups. 

Mr. Hate. I did not get your answer to that. 

Mr. Davis. We will supply for the record what degree of consulta- 
tion there was with the interested groups, and the results of that. 

(The information follows:) 

Mr. Roy Leifflen, of Bigham, Englar, Jones & Houston, counsel for the Asso- 
ciated Aviation Underwriters, composed of 61 insurance companies, worked with 
the Government agencies interested in this bill and approved the bill in its 
present form. We are advised that this group informed this committee of its 
views by letter dated March 13, 1951. 

Mr. 8. D. Williams, representative of the Connecticut General Life Insurance 
Co. and representatives of the Air Transport Association of America also joined 
in this work. 

Mr. Harris. It strikes me as being unusual. It is reported to us 
here now, by you and the Department, that here is a program which 
is needed, and that the Government can carry it out without any 
cost to the Government, a self-supporting program; and yet the 
private insurance companies Anass fail to provide this protection. 

Mr. Davis. I do not believe, Congressman Harris, that I said or 
I made the positive statement that this program would be operated 
at no cost to the Government. What I attempted to say was this: 
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That every effort would be made to have the premiums reflect the 
risk involved, and our experience in the past with marine war-risk 
insurance has been very effective from the standpoint of cost. It 
has shown a profit. It is to be hoped that it will show a profit this 
time. 

Now, what we are trying to accomplish through this present bill 
is this: Insurance companies do offer war-risk insurance, and they 
will do it, I assume. I belive that I said yesterday that one company 
did take it out for a short period of time, and felt that the cost of it 
was not justified. However, what we are trying to accomplish through 
this bill is the maintenance of the commercial operation, air transport 
operation, of the United States, at a time when private insurance 
companies, through the rates they set, make it impossible or im- 
practicable for the operator of private air transportation to purchase 
the insurance. 

Mr. Harris. Has there been any example or any case that you 
know of where commercial companies have failed to serve an area 
because they were not able to get the kind of insurance that they 
should have? 

Mr. Davis. We have had no experieuce in that up to this point, 
insofar as air transportation is concerned. 

Mr. Harris. Has it been represented to you that such commercial 
service would very likely be withdrawn from any area? 

Mr. Davis. There is a 48-hour cancellation clause in the contracts 
at the present time. 

Mr. Harris. There is what? 

Mr. Davis. A 48-hour cancellation clause in the contracts at the 
present time. 

Mr. Harris. I appreciate that, but when was that provision first 
included in the contracts? 

Mr. Davis. I think that that has always been in the contracts. 

Mr. Harris. It is a long-standing procedure, is it? 

Mr. Davis. That is right. 

Mr. Harris. And even before 1940, and during the war and since 
the war, you do not know of any commercial service that has failed to 
serve any area because of this risk? 

Mr. Davis. No; I don’t say that. It hasn’t been necessary. 

Now, during the last war—we are talking about international air 
transportation at the present time—we had no international air trans- 
portation, by comparison with the size we have at the present time, 
and the Government, in effect, took over the entire operation. 

At the present time, as a result of the Korean action, those contract 
operations which are being performed by domestic operators are, in 
effect, insured by the Department of Defense. 

Mr. Harris. This legislation would not apply to any domestic 
operation at all? 

Mr. Davis. That is correct, sir. 

Mr. Harris. The legislation applies only to international opera- 
tions, overseas? 

Mr. Davis. That is correct. However, an originating flight at any 
point in the United States which, after it passes the borders of the 
United States, will be considered an international operation, will be 
insured from the originating point. 
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Mr. Harris. This would also authorize the insuring of foreign 
aircraft, too, would it not? 

Mr. Davis. That is right—those that are considered essential to the 
national defense and welfare of the United States. 

Mr. Harris. I appreciate that broad term, too. 

Would it not in effect provide a program where all that would be 
accomplished out of it would be to subsidize underwriting insurance 
companies and associations on losses such as war-risk insurance en- 
tailed? 

Mr. Davis. No. Probably it could be interpreted as such, I don’t 
know, but we have got to look at what we are trying to accomplish 
here. 

Mr. Harris. That is what I am trying to find out. 

Mr. Davis. We are trying to keep our commercial airlanes open in 
time of emergency or in time of war. 

Mr. Harris. If there has never been a failure of commercial air- 
lines to operate, there is no contemplation of withdrawal of that serv- 
ice, and there has been no notice that it is going to be withdrawn, 
how do you account for the fact that this is absolutely necessary to 
keep it going? If that is the primary objective, it seems to me we 
have first got to find out if that service is going to be withdrawn. 

Mr. Davis. Well, it is only realistic to assume that it will be with- 
drawn if the private operators of aircraft are unable to secure rates 
for war-risk insurance except such as will make it uneconomical for 
them to operate; if not actually withdrawn, at least seriously curtailed. 

Mr. Harris. Is it contemplated that under this program the 
Government, for a prescribed rate, will assume the war-risk insurance 
obligation of private companies? 

Mr. Davis. That is correct, sir. 

Mr. Harris. That is correct, is it not? 

Mr. Davis. Yes, sir. 

Mr. Harris. That is the purpose of this legislation? 

Mr. Davis. That is correct; yes, sir. 

Mr. Harris. That is all. 

Mr. Scorr. Mr. Secretary, in determining the necessity or lack of 
necessity for this legislation, as the case may be, would it not be 
possible to furnish the committee with statements from a substantial 
number of the insurance companies of this country, if a large percent- 
age of the insurance coverage, as I understand, of this type is 
handled by a comparatively few companies 

Mr. Davis. That is my understanding. 

Mr. Scorr. Could ‘not these 6 or 10 or 20 companies, as the case 
may be, be consulted and asked to comment, and their comments 
furnished to the committee? Because the essence of this bill, it seems 
to me, is that the Government undertakes to do something which it 
claims or fears private industry cannot do. 

Mr. Davis. see no objection to the committee asking the private 
insurance companies what they think about this, because we feel that 
we are presenting here something on which we will never get com- 
plete unanimity of course, but at least the consensus is that it meets 
the requirements of a given situation as contemplated, and meets the 
approval of all interested parties. 
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Mr. Scorr. If the bill is necessary, you certainly would be very 
farsighted in bringing it up at this time, but some things occur that 
it seems to me the committee could benefit 

Mr. Davis. It is not mandatory that the provisions of this bill be 
put into operation. It may well be that it may not be necessary to 
avail ourselves of the provisions of this bill; but it is unlikely, of 
course. 

Mr. Scorr. Is it not also possible that without the necessity of 
establishing an entirely new bureau or additional personnel, in the 
face of a manpower shortage, that all that you seek to do by this bill 
might be accomplished by the single provision of a revolving fund to 
underwrite or carry those types of catastrophe or emergency coverage 
on which the insurance companies would be unwilling to be under- 
writer? 

Mr. Davis. How would you determine what amounts weré to be 
paid by the Government under that? 

Mr. Scorr. I would suggest that you might determine it by con- 
sultation, first, with the representatives of the insurance companies 
as. to the types of risk which they, as an industry, would bind them- 
selves to cover; and then, in circumstances such as the Chicago fire, 
or things of that kind, provision could be made for the Government 
to protect the insurance companies against disaster or catastrophe or 
bankruptcy to themselves, by covering the overage, without estab- 
lishing what amounts, through a Government reinsurance corporation. 
Would that not be possible? 

Mr. Davis. I don’t know whether it would be or not, Congressman 
Scott. We have had experience in the operation of war-risk insur- 
ance, and I believe very satisfactory experience, and I believe the 
records show—lI am certain the record shows—that it has been satis- 
factory form the standpoint of the cost to the Government. That 
program is in operation in the Department so far as marine war-risk 
insurance is concerned, at the present time, and legislation is in effect 
covering that. 

I see no basic difference between what is involved in marine war- 
risk insurance and aviation war-risk insurance in the international 
field. 

Mr. Scorr. Maybe I am unduly concerned, but I am noting the 
parallel here in one sentence at the top of page 2 in your statement, 
that such insurance shall be, or war-risk insurance could be, provided 
only when the Secretary has determined that such insurance adequate 
for the needs of the air commerce of the United States cannot be 
obtained on reasonable terms and conditions. 

Let me mention that parallel with national health insurance, which 
is proposed to be provided for this country only when health insurance 
cannot be obtained on reasonable terms and conditions; and certain 
protections to the farmers use the same phrase; and various proposals 
that the Government engage in private business whenever private 
business does not establish reasonable terms and conditions. 

Who is to be the judge of reasonableness? The Government, which 
has an innate tendency toward expansion? Or private industry, which 
has a tendency to retain to itself all of the possible fruits of enterprise? 
Or some other source? Who is to be the judge? How can you remove 
the judgment as to reasonableness from someone with a selfish inter- 
est, be it Government or industry? 
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Mr. Davis. Certainly we have a selfish interest in wanting to 
maintain the air commerce and all of the other commerce of the 
United States. I would assume that the question of reasonableness 
would arise not within the Government itself, but within industry, 
the air transportation industry, because unless they felt the need for 
this, or were unwilling to pay rates charged by private insurance 
companies, then there would be no reason to put this into operation. 

Mr. Scorr. Then the existence of this legislation would enable an 
airline company, dissatisfied with the rates of private insurance 
companies worked out on the basis of experience and within the 
framework of various fair-practice laws in the States, it would enable 
the airline companies to wield a club over the insurance industry by 
saying, “If your companies don’t lower your rates to a point which we 
feel is satisfactory and reasonable to us, we will complain to the 
Government and we will get Government insurance to cover us.”’ 
And then you make the selfishly disposed airline industry the judge 
as to what is the insurance rate which it shall pay; and I, personally, 
would be delighted if I could be the judge as to how much fire-insur- 
ance premium I ought to pay to cover my house. 

Mr. Davis. I will grant you that. I would like to take issue with 
you on the phrase you used there, of the selfish air transportation 
companies. 

Mr. Scorr. I mean only a natural selfishness which is inherent in 
any individual, company, or government—the protection of its own 
interests, fundamentally and primarily. 

Mr. Davis. Well, Congressman Scott, we have got to assume that 
the Government is not going to step in here and say that, willy-nilly, 
insurance rates are unreasonable. I can certify to you that it is the 
intent of the Department of Commerce that the whole philosophy is 
to do this thing on a business basis. We are just as much concerned 
with the development and maintenance of private enterprise as anyone 
else is, and what we are trying to accomplish with this bill here is the 
maintenance of a transportation service. 

Now, I cannot speak for the insurance companies, but the only 
thing that I have to go on is something that happened back in the 
War of 1812, when insurance rates on clipper ships, and so forth, 
were from 50 to 75 percent of the value. But I feel that the Govern- 
ment, in providing this insurance, will enable private industry to 
continue to function in time of emergency or in time of war, providing 
essential services, not only for our domestic commerce and our civilian 
commerce, but also for our defense and mobilization effort. 

Mr. Scorr. Would you contemplate that this Government war-risk 
coverage be administered by the Department of Commerce using 
trained insurance personnel, or untrained personnel? 

Mr. Davis. Trained personnel, of course. 

Mr. Scorr. If you used trained personnel, you would have to 
withdraw them from the insurance field, people who are already 
engaged in the insurance business; and that is another reason why I 
want to know whether the insurance companies feel that with their 
present equipment and their large capital outlays and their large 
capital, that they are in a position to furnish this coverage or not. 

Mr. Davis. You mean through the operation of this bill as con- 
templated, this legislation as contemplated? 

Mr. Scorr. Without the existence of this legislation. 
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Mr. Becxwortu. Will the gentleman yield right there? I have 

just seen a letter from the Associated Aviation Underwriters, signed 

y Byron B. May, and the essence of it is that they have no objection 
to this legislation. 

Would you be in a position to tell us what man or men who consulted 
with the Commerce Department as to the necessity of this legislation, 
would be in the best position, probably, to describe to the committee 
the real need of the underwriter for help like this? 

Mr. Davis. No, sir; I can’t at this time; but as I said a moment 
ago, I will be very glad to supply that information to you. | 

Mr. Beckworru. I have been impressed with the question of 
Mr. Scott, because I think one of the important issues that the com- 
mittee would like to get clear in its mind is how badly those who are 
actually in this business feel they need this help at this time. 

Mr. Davis. I knew that was the position as you expressed it there, 
but I didn’t feel that I should answer that part of it. 

Mr. Scorr. I thank the gentleman, because that is exactly what 
I am getting at, or it is one-half of what I am getting at: Do the 
underwriters feel that such legislation is necessary, and does the 
aviation industry feel that it is necessary, and what are their reasons? 
That is what I want. 

I want to thank you, Mr. Davis. 

Mr. Davis. I would prefer to have the aviation industry and the 
insurance people tell you their own reasons. 

Mr. Hesetron. I am not entirely clear on two points. 

First, as I understand it, back in World War II there was marine 
war-risk insurance. 

Mr. Davis. Yes, sir. 

Mr. Hesetron. And it ran in the neighborhood of covering some 
$615 billion of value. 

Now, was the 48-hour cancellatién clause in effect in private 
industry on marine insurance at that time? 

Mr. Davis. I believe not, sir, and I think it was a 15-day clause; 
is that correct? 

Mr. McMaunon. There wasn’t a 48-hour clause in the last war. 

Mr. Hesetron. There was no such clause? 

Mr. McManon. I might explain, the reason for the clause is that 
they are still writing war-risk insurance, which covers the hazards of 
floating mines and derelict torpedoes, and they are writing it at a 
very low rate, which doesn’t contemplate hostilities. So that is the 
reason for the 48-hour cancellation clause, so that they don’t get 
caught with the costs if hostilities break out. 

Mr. Hesetton. Is the Government still writing that, or is that 
private industry? 

Mr. McMauon. That is private industry. 

Mr. Hesetton. Well, now, as I understand it, the Government 
wound up the war-risk insurance on the marine side with a profit to 
the Government? 

Mr. Davis. Yes, sir. 

Mr. Hesetron. And do you happen to know how much profit on 
that $6% billion of volume there was? 

Mr. Davis. I do not know. I am not familiar with that figure. 
Perhaps Mr. McMahon can give you that. 
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Mr. McMauon. I am not too familiar with it, because I was not 
with the War Shipping Administration, but it is my recollection that 
there was $7 million covered back into the Treasury from the insur- 
ance operations. ; 

Mr. Hesevron. That goes right back to the questioning I have 
heard before, that if a business would return $7 million profit on that 
investment, why it would not be attractive to private industry; and 
I just want to reinforce the questions that have been asked, and to 
have some direct information on it. 

Mr. Davis. Apparently private industry feels that war risk insur- 
ance offered by the Government is necessary. The industry feels it 
is necessary. And the Government feels it is necessary. They are 
the three principals in it. 

Mr. Hesetron. I think there is a fourth principal, and that is the 
gentleman who files his income tax today; and I think in all of these 
things we have to keep him in mind. 

Mr. Davis. I accept that wholeheartedly. 

Mr. Hesevron. You are probably filing yours today. 

Mr. Davis. Yes, sir. 

Mr. Wixuiams. I would like to ask one question about something 
that is here in the bill on page 3. Do you have a copy of the bill in 
front of you? 

Mr. Davis. Yes, sir. 

Mr. WituiaMs. I would like to ask you why, on page 2: 

The Secretary, with the approval of the President, and after such consultation 
with interested agencies of the Government as the President may require, may 
provide insurance and reinsurance against loss or damage arising out of war risk 
to the extent provided in this title, whenever it is determined by the Secretary 
that such insurance adequate for the needs of the air commerce of the United 
States could not be obtained on reasonable terms and conditions— 


and so forth. 

There is nothing in that which would tie this insurance to the 
national defense. 

Now, let us go over here on page 3, under section 1303, which says 
that the Secretary may provide the insurance and reinsurance author- 
ized by section 1302, which I just read, with respect to the following 
persons, property, or interest: 

(a) American aircraft, and those foreign-flag aircraft owned by citizens of the 
United States or engaged in aircraft operations deemed by the Secretary to be in 
the interest of the national defense. 

Why should that not be changed to “and’’—“‘and engaged in’? Is 
it the intention of the Secretary to insure aircraft owned by an Ameri- 
can citizen when they are not operating in the interest of the national 
defense, for instance, but are operating between Karachi and Cairo? 
Do vou follow me on that? 

Mr. Davis. Yes. I am just reading it. 

Mr. Wixurams. There is nothing, so far as I can see, in the bill 
which would tie the insurance of foreign airlines owned by citizens of 
the United States into the national defense before they would insure 
them, unless this were changed to read, “and which are engaged in 
aircraft operations deemed by the Secretary to be in the national 
defense.” 

Mr. Davis. I don’t see any objection to this as it is presently 
written. 
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Mr. Wiuu1ams. Would this give the Secretary authority, for 
instance, to insure an airline operating between Cairo and Karachi, 
when it is not in the interest of the national defense, merely because 
it happened to be run by an American citizen? 

Mr. Davis. Well, we are talking about American citizens and 
American corporations. Yes; I believe that we should do that. 

The CuatrMaAN. Will the gentleman yield to the gentleman from 
California? 

Mr. HinsHaw. I was going to suggest that there are several sub- 
sidiaries of American-owned airlines that operate under foreign flags, 
and there are not as many, I believe, as there have been in the past, 
but nevertheless there are some. Some of those subsidiaries are 
partially owned and some of them are almost wholly owned, but most 
of them partially owned. In reference to the foreign flag aircraft 
which are ‘engaged in operations deemed by the Secretary,” and so 
forth, I believe you will find that there are a number of foreign flag 
companies that are owned abroad which are deemed to be in the 
interest of the national defense. 

For example, I understand that KLM is the Dutch line, and it has 
given over some ships, for instance, to the operations to Tokyo. 

Mr. Wiiuiams. I think you missed the point of my question, 
though. Here is what I was asking: Does the mere fact that it 
happens to be owned by a United States citizen or maybe an American 
corporation, operating under a foreign flag, license that corporation 
to get insurance from the United States Government, and if so, do you 
not think that that is an improper function, even though it may not be 
operating in the national defense? 

Mr. Davis. As I say, Mr. Congressman, I am in agreement with 
the bill as it presently stands now. 

Mr. WituiaMs. Then as it presently stands, that would obligate 
the Secretary to insure a cargo line or, let us say, a passenger line, 
operating between two points in Africa, would it not, if it were owned 
in the United States? 

Mr. Davis. That is correct. 

Mr. WituiaMs. Although not connected with the national defense? 

Mr. Davis. This does not obligate; it is permissive. 

Mr. Wiutuiams. Do you think that that is a proper Government 
function? 

Mr. Davis. If it is determined in the national interest by the 
Secretary of Commerce and such other Government agencies as may 
be concerned. 

Mr. WiuuiaMs. But you are not tying it into the national defense 
with the word “or’’ there. Unless you change that word ‘‘or’’ to read 
‘and,” you are not tying it into the national defense. 

Mr. Davis. I think we have got to assume that it will be tied in 
with the national interest, or else we would not be concerned with it. 

Mr. WiuuiaMs. As far as I am concerned, I do not believe in 
bringing out legislation to give that, with the crowd that has the power 
now, and I think you ought to write it into the bill. 

Mr. Davis. Because they are aircraft owned and operated by 
American citizens, presumably they are operated in the national 
interest and for some specific purpose which is of benefit to the 
United States. 
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Mr. Wituiams. Then you would say that it is prima facie evidence 
that they are operated in the interest of the national defense merely 
because they may be owned by'somebody in the United States? 

Mr. Davis. To the extent that any other private operation is, 
yes, sir. 

Mr. Witurams. That is all of the questioning I had. 

Mr. McGuire. Mr. Davis, will you tell me, how would a person 
go about buying one of these policies? 

Mr. Davis. Mr. MeGuire, at the risk of being facetious, I think 
you could probably tell us more about that than I could. 

Mr. McGuire. I am aware of it in the last World War, World War 
II, and I dabbled in insurance and I know a little bit about it. I 
know from some of these mutual companies—I would not have a 
mutual company in my office, because I think they are getting away 
with murder, and I do not think that they are paying their way—but 
on some of these insurance policies that were written over in the Near 
fast there, they got the same premiums as the stock companies, and 
the stock companies had to pay the agents; and I was just wondering 
if the agents are being forgotten all about in this thing. 

Mr. Davis. I can’t answer that question right now, sir. 

Mr. Beckwortru. Would you know whether, for example, mutual 
companies would participate in this insurance to any extent? 

Mr. Davis. The only answer I can give you is as to whether or not 
they have done it in the past with war-risk insurance, and I would 
like to ask Mr. MeMahon if he can give us an answer on that. 

Mr. McMaunon. I know of no mutual companies that are writing 
marine insurance, outside of one, and it is probably one of the pioneers 
in the writing of marine insurance in the United States. 

How many mutual companies are writing aviation insurance, I 
don’t know. 

Mr. Davis. I don’t know, either. 

Mr. McGuire. I have one question for Mr. McMahon. 

Are you in favor of having this direct-line writing, and are you in 
favor of eliminating agents and have the Travelers and the Aetna 
write direct, like Liberty Mutual, or not? 

Mr. McManon. I don’t think that that is a matter for me to de- 

cide, and I think Congress has already decided that. 
* Mr. Rocers. I was interested in the remark that my good friend, 
Mr. Williams, made a few minutes ago, in his comment on whether 
the “or” should be stricken out, and the further remark with respect 
to the handling of these affairs. 

I want to say this, that I think Charley Sawyer, the Secretary of 
Commerce, is one of the outstanding men in this Government, and I 
think that we can easily depend upon his judgment as to what he would 
do under the provisions of this bill 

Mr. Wiuu1ams. I did not mean any reflection on Mr. Sawyer, but I 
think in writing legislation you should write it for the future, and not 
for the present, and personalities should not be taken into considera- 
tion. 

Mr. Rocers. I more or less agree with that, but I did want to make 
an exception with respect to Mr. Sawyer. My experience with him 
is that he is a real businessman and an outstanding man and a credit 
to this Government. 

Mr. Witu1as. I agree with you wholeheartedly. 

: 
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Mr. Scorr. Just to keep that bipartisan, I would like to say that I 
agree. 

Mr. Hate. On page 2 of your statement, Mr. Secretary, you say 
that: 

Provision is also made to allow the use of the facilities and trained personnel of 
commercial insurance companies in the operation of the program. 

How do you contemplate that that would be done? 

Mr. Davis. In the manner described just now by Mr. McMahon 
when he spoke of the manner in which that operated. 

Mr. Have. What is that again? 

Mr. Davis. In the same manner as described by Mr. McMahon, of 
the Maritime Administration, when he described to you the mechanics, 
I believe in response to a question from Congressman Beckworth, of 
the operation of a program of this kind. 

Mr. Have. I would like to go a little into this question of marine 
insurance during the war. Did Lloyd’s and the other marine under- 
writers not write any policies at all in the war? 

Mr. Davis. I am certain that they did. This covered insurance 
companies who were authorized to do business in the United States, 
isn’t that correct, Mr. McMahon? 

Mr. McManon. Lloyd’s did not participate in American business 
during the war; no. 

Mr. Hae. They did not write any policies in this country appli- 
cable to American ships? 

Mr. McMauon. Not that I know of. 

Mr. Have. And no commercial insurance company wrote policies? 

Mr. McMauon. That is right. 

Mr. Hate. Did they refuse to write policies before the Government 
went into the field? 

Mr. McManon. As I say, I was not with the War Shipping Admin- 
istration, but it is my understanding that they did. The rates were 
prohibitive, so that operators couldn’t afford to operate and pay those 
rates. 

Mr. Tuornperry. Mr. Secretary, a moment ago in your testimony 
you stated— 

The CHarrMaANn. Just a moment. Mr. Hale is not through. 

Mr. Hate. I think that I have finished, Mr. Chairman. 

The CuarrMan. Very well. 

Mr. Thornberry? 

Mr. TuHornperry. A moment ago you testified that in Korea we 
had private or commercial airlines operating, and that under the 
contracts they were being insured by the Government, or I mean by 
the Department of Defense. 

Mr. Davis. That is correct. 

Mr. THornperry. In fact, you already have a situation where 
apparently private airlines operating in the national defense or in the 
national interest are not being insured by the private companies? 

Mr. Davis. That is the effect, yes, sir. 

Mr. THornperry. And are being insured by the Government, 
without any contribution being made by private companies? 

Mr. Davis. That is correct. As I understand it, these planes are 
operating under contract with the Department of Defense or the 
specific unit of the Department of Defense that engages their serv- 
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ices, and in so doing, the Department of Defense agrees to indemnify 
the operator or = ty away if you please, of the aircraft against loss of 
that aircraft. 

Mr. THornBerRryY. Let me ask you this, if I may: These people 
who are under contract, these aviation companies’ owners or lessors 
under contract for the national defense, are they carrying cargo and 
personnel which are peculiar to military operations alone, or are they 
carrying cargo and personnel that would be the same type which 
would be carried by aircraft which is contemplated in this bill? 

Mr. Davis. No; these planes, as I understand it, are carrying cargo 
and personnel and material that is necessary in support of the effort 
in Korea at the present time. 

Mr. THornBerry. That is all. 

Mr. Hinsuaw. If nobody else wants to ask a question, I would like 
to ask one or two. 

Mr. Secretary, I believe you stated a moment ago that during World 
War II, in the hostilities, the American flag airlines operating in foreign 
commerce were all under Government supervision, control, and prob- 
ably contract; is that correct? 

Mr. Davis. That is my understanding, yes, sir. 

Mr. Hinsuaw. I think you would except from that the lines that 
were operating into South America and perhaps Mexico? 

Mr. Davis. Of course. 

Mr. Hinsuaw. But those that were operating into Europe and the 
Near East and the Far East? 

Mr. Davis. Into the war zones. 

Mr. Hinsuaw. They were operated under contract to the Gov- 
ernment? 

Mr. Davis. That is correct. 

Mr. HinsHaw. So, therefore, the Government assumed the insur- 
ance risk on those aircraft, is that correct? 

Mr. Davis. That is correct. 

Mr. Hinsuaw. As I remember the situation during the war, the 
Government permitted, under its priorities system, certain nonmilitary 
passengers to use those airplanes that were under contract; is that 
correct? 

Mr. Davis. Yes, sir; I think that that is correct. 

Mr. Hinsuaw. I am pretty sure that that is the case. And like- 
wise, nonmilitary passengers were permitted on occasion to fly MATS, 
or at that time it was Air Transport Command, ATC, paying a fare 
to the Government, and they were so permitted if their travel was 
considered to be necessary in the national interest; is that correct? 

Mr. Davis. That is correct. 

Mr. Hinsuaw. In view of the present world situation, is it antici- 
pated that if some system such as is provided in this bill, for insurance 
and reinsurance, is not instituted, that wherever an American flag 
line finds that the insurance rates to be demanded by the insurance 
company pursuant to their 48-hour notice will be so high that they 
cannot afford to operate into those zones, they necessarily must cease 
operations? 

Mr. Davis. That is correct, sir. 

Mr. Hinsuaw. If they ceased operations, would it not also be true 
that if the Government felt that that line was in the interest of the 
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national defense, the Government would have to take that line over 
under contract to operate into such zones? 

Mr. Davis. I believe that would be correct, unless we have such 
legislation as proposed here. 

Mr. Hinsuaw. That is my point, exactly. In other words, this is 
the means which is being provided in this bill, to permit the American 
flag airlines to operate into hazardous conditions as commercial ven- 
tures and not under contract to the Government? 

Mr. Davis. That is correct. Of course, this doesn’t prohibit 
contract to the Government. 

Mr. HinsHaw. No; it does not prohibit it, but it does permit, this 
bill and the insurance it would provide, the American flag carriers 
and such foreign flag carriers as were deemed to be in the interest of 
the national defense and the national economy of the United States 
when so engaged, to operate into zones of material hazard due to war 
risk? 

Mr. Davis. That is correct, sir. 

Mr. Hinsuaw. It is my own thought, and I would like to have you 
either confirm from your own ideas or correct me, that it would be a 
great deal cheaper for the United States, materially cheaper in view 
of the probability that this insurance venture would not cost the 
Government any or certainly not much money, to provide this 
insurance and reinsurance than it would to place the airlines under 
contract to operate into those areas or zones which the Government 
believed they should operate into. 

Mr. Davis. Certainly it is reasonable to assume, based upon what 
we know, that weuld be true, and I have every reason to believe it 
would be true. 

Mr. Hinsuaw. Let me go one step further; in view of the terms of 
the Civil Aeronautics Act and the provision for the payment of com- 
pensation for carrying the mails under certain prescriptions set forth 
by the Civil Aeronautics Board, which will permit these air carriers 
to earn a fair and reasonable profit, if the insurance that may be pro- 
vided or may be offered by private carriers is of an exceedingly high 
rate, a rate which the carrier would feel was excessive in view of the 
mail pay allotted to it by the Civil Aeronautics Board and other 
compensation, then the carrier, if he were to pay such insurance rates, 
would necessarily have to go to the Civil Aeronautics Board and ask 
for an increase in mail pay? 

Mr. Davis. If it operated the service and was required by the Civil 
Aeronautics Board to provide that service at those rates, I would 
assume that your point there is correct. 

Mr. Hinsuaw. I think we have to assume chat the certificate of 
convenience and necessity that is granted to the airline requires it to 
operate, pursuant to those certificates, certain numbers of schedules 
and certain planes and cer.ain numbers of times per month or per 
week, and that unless the Civil Aeronautics Board suspends that 
certificate, in the event hostilities someplace or insurrection someplace 
occurs in the course of that airline, it would be necessary for the airline 
to continue to operate, regardless of what the conditions were? 

Mr. Davis. That is correct. I am sure it would happen if condi- 
tions in the world became such that it would be dangerous to the 
operation of normal commerce, the carrier would be permitted to 
suspend operations until such time as satisfactory arrangements could 
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be made for either insurance, or a determination could be made as to 
whether or not a continuation of that service were in the national 
interest. 

Mr. Hinsuaw. In your answer you have amplified my question, 
because I merely pointed out that until suspended, which could be on 
their own application or by direct action of the Civil Aeronautics 
Board, they would be required to continue their operation. 

Mr. Davis. That is correct. 

Mr. Hinsuaw. And any losses that they sustained by virtue of loss 
of aircraft or loss of cargo or baggage or passengers, is still a risk of 
the airline itself, and that it would show up in its accounts which 
appear before the Civil Aeronautics Board at the time thav the 
company itself appears for the settlement or establishment or the 
review of the accounts of the airline; and that the airline, if it shows 
a loss under those circumstances, would then be in a position to come 
before the Civil Aeronautics Board and ask for a higher race. 

Mr. Davis. I am not familiar with all of the items that are allowable, 
the cost items that are allcwable in the determination of mail pay, 
but 1 would certainly think that this would be one of them. 

Mr. Hinsuaw. You would think that insurance would be one of 
those costs? 

Mr. Davis. I would certainly assume so. 

Mr. Hinsuaw. And therefore, if the airline may continue to operate 
under insurance provided or reinsurance provided pursuant to the 
terms of this bill, the costs should be materially lower than if they were 
denied insurance or if the insurance rates were unduly high because 
the private carrier or insurance company thought that the risk was 
too great. 

Mr. Davis. It could be. I would hesitate to say that it would be. 
I don’t have anything or any cost figures on which to make a com- 
parison, but it is entirely possible. It is going to be paid for, one way 
or the other. 

Mr. HrnsHaw. Let us take the two carriers which we have that 
operate into India, and let us assume there is an insurrection started 
in India while certain aircraft are flying over India, which is quite 
wide, or while they are on the ground in that place, and that the re- 
sult is a destruction of aircraft and cargo, and so forth and so on. 
That would be covered by the terms of this bill, as I understand it, 
which includes in war risk such things as insurrection and other re- 
bellion, and so on and so forth. 

Now, if they were not so covered, the loss would be quite great, and 
I think the airplanes that are used in that service cost somthing like 
$1 million, and the heirs of the passengers who are killed obtain 
fairly sizable amounts from the insurance companies or from the 
carriers, and the settlement is fairly prompt in those matters. 

Mr. Davis. I don’t know upon whom the risk would fall, in the 
absence of war risk insurance, but someone would have to pay the 
bill, whether the company, or the Civil Aeronautics Board in increased 
mail pay, or what. 

Mr. HrinsHaw. Eventually, if the losses were great enough, it would 
be a matter for consideration of the Civil Aeronautics Board in deter- 
mining mail pay, which in turn would come out of the appropriations 
from the Government of the United States made by the Dookivens 
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Of course, we have under consideration in this committee, and I 
trust will soon consider again, the bill for the separation of the sub- 
sidy and mail pay, but obviously whether that separation is made or 
whether it is not made, the amounts are still coming out of the United 
States. 

Mr. Davis. That is correct, sir. 

Mr. Hrnsuaw. May I ask unanimous consent to proceed, unless 
someone wants to interrupt? 

The CuarrMan. That is accepted. 

Mr. Hrnsuaw. As I understand the reason for this bill, the condi- 
tions in the future throughout the world are absolutely unknown to- 
day, and no one can foretell what may happen where. 

Mr. Davis. That is correct, sir. 

Mr. Htnsuaw. This bill is a step taken in advance of the time of a 
possible difficulty. 

Mr. Davis. That is correct. 

Mr. Hinshaw. And it would not be placed in operation until the 
difficulty became apparent? 

Mr. Davis. That is correct, sir. 

Mr. HinsuHaw. But in order to avoid the long period necessary to 
the enactment of legislation, it should be done now rather than to 
wait for a period when we might have to completely suspend operations 
in any or all areas of the world. 

Mr. Davis. That is correct, and that eventuality would happen 
without some such legislation as this. 

The CHarrman. Mr. Beckworth would like to ask a question. 

Mr. Beckworrn. From what Mr. Hinshaw has asked, and your 
answers, if the situation remains pretty much as it is today, this 
legislation would not become operative for the most part, would it? 

Mr. Davis. I can’t answer that question specifically. There are 
presently no—I checked on this just before coming down here—my 
information was that there are no common carrier operations into the 
Korean theater at this time. Whether or not there would be as a re- 
sult of this legislation here would depend upon the requirement for it, 
and I can’t tell you whether there would be a requirement for it or not. 

Mr. Beckworru. But do you feel that it would require what might 
be termed a material change in the circumstances as they obtain 
today, to bring about the real forcefulness of the use of this legislation? 

Mr. Davis. Well, it depends upon what areas we are talking about. 
I would assume that if it is determined necessary that common 
carrier operations be provided, say, to Japan, and I don’t say the 
Korean Peninsula, if we had this legislation it might possibly be that 
we would be required to operate under it. 

Mr. Beckwortu. You believe the passage of it might be encourage- 
ment to the use of it immediately? 

Mr. Davis. I don’t say encouragement, because I don’t know 
that it would operate as an encouragement. The requirements of the 
—- over there, I think, would govern it more than anything 
else. 

Mr. Becxwortnu. Let me ask you this question: You do not feel 
that the passage of it, then, would tend to encourage a change in the 
policies of insuring to the degree that this would be used immediately? 

Mr. Davis. I don’t know of anything that would do that. 
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Mr. Beckwortn. Do you think that it will be difficult to deter- 
mine what flying is in the interest of defense and what flying is not in 
the interest of defense? 

Mr. Davis. What are we talking about here? We are talking about 
— interest here, rather than defense, under the terms of this 

ill. 

Mr. Beckworrn. Let me ask you the question this way: Do you 
feel it will be difficult to determine what is national-interest flying 
and what is not national-interest flying? 

Mr. Davis. I don’t think that there would be any difficulty about 
that. 

Mr. Beckwortu. Do you think that more authorities than the 
Secretary of Commerce ought to be consulted to determine what is 
national-interest flying and what is not national-interest flying, such 
as the Defense Department or the State Department? 

Mr. Davis. Absolutely. That is contemplated under the bill. 
This is not just unilateral action on the part of the Department of 
Commerce. 

Mr. Beckworrtu. Is that in the bill? 

Mr. Davis. Provision is made for the consultation of all or any 
interested agencies. 

Mr. Beckwortu. So that the State Department and the Defense 
Department definitely would be in on the decision? 

Mr. Davis. In those areas in which they have an interest. 

Mr. Wiuurams. Along the same line, may | interrupt you just a 
moment? 

Getting back to the thing that I mentioned a few minutes ago, I 
still do not see that you are trying this thing into the national interest 
or the national economy unless you do change that word ‘‘or’’ to read 
“and,’’ for this reason: Assuming that you have an airline running 
in Argentina between two points in Argentina, and it has no connection 
with the United States, our economy or the defense or anything, and 
yet, because it is a foreign-flag aircraft owned by citizens of the 
United States, we will assume, then the Secretary is permitted to 
insure that aircraft under this bill. 

Mr. Davis. That is right. 

Mr. Wiuuiams. That, in my opinion, is just wholly inconsistent 
with the functions which should normally be served by the United 
States Government. I would like for you to show how that is a proper 
function of the Government, to insure a foreign airline in which the 
United States has no interest except that an American citizen owns it. 

Mr. Davis. Well 

Mr. Wixurams. And why they should not be excluded from this bill. 

Mr. Davis. We have one airline that operates wholly—lI believe 
I am correct in this statement—outside of the United States, and under 
the jurisdiction of the Civil Aeronautics Board, and it has done that 
for years and it was set up that way. It operated along the west 
coast of South America, and up to the Canal Zone. Recently it has 
been granted authority to enter the United States through a port of 
entry. That is an operation that is clearly under the control of the 
United States Government, and that is an operation that clearly 
should come within the provisions of this act. 

What we are trying to do, and what will be done under this bill, 
is to provide insurance for commercial operations, provide insurance 
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which will enable business to be carried on as normally as it can be 
under world conditions which would bring into operation this particu- 
lar legislation. 

Mr. Witu1aMs. Provided that operation is in the interest of our 
economy or defense. 

Mr. Davis. That is correct. 

Mr. WituraMs. Well, then, my contention is that we should write 
it in there and tie it to our economy and defense, rather than making 
that just one of the alternatives in this thing. 

If you will notice, the language of this bill says— 

American aircraft and those foreign-flag aircraft owned by citizens of the 
United States or engaged in aircraft operations deemed to be in the interest of 
the national defense or the national eeonomy— 
and why should we not tie that in there and say that that should be 
essential to the insuring of these aircraft? 

It may sound picayunish, but I think possibly it would better 
word the intent of this legislation if we did that. Do you see what 
I mean? 

Mr. Becxwortu. I have a little suggestion that might be helpful 
along that line. Doubtless before we take any action on this, we will 
have the services of our legislative helper, Mr. Perley, and that can 
be discussed. I know that he can try to help us come to the con- 
clusion that would bring about the meaning that we desire. 

Mr. WiuuraMs. I think that that is the crux of this bill. 

Mr. Becxwortu. I get your point. 

Mr. Wiuuiams. And the reason I am going into this now—and 
probably this should be in executive session—I want to determine 
now the real intent and the real purpose of the bill. 

Mr. Davis. At this point, I do not want to either agree or disagree 
with you. I would like to take another look at this in the Depart- 
ment, and either support this as it presently stands, or support the 
position that you have made. 

Mr. WiuuraMs. I wish you would do that. 

Mr. Becxwortu. I have two rather brief questions. 

Mr. Hinsuaw. Will the gentleman yield before you ask them? 

If you read the preceding language, lines 3, 4, and 5, and note in 
line 6 that there is a comma after “American aircraft,” and that the 
rest of the phrase, “those foreign-flag aircraft owned by citizens of 
the United States or engaged in aircraft operations deemed to be 
necessary in the interest of the national defense,”’ and it is all one 

hrase without any comma in between, and that the two run together 
insofar as the Secretary deems it in the interest of the national defense. 
I may be wrong, but I think that that is a legislative question. 

Mr. Wittrams. I would like to tie it down so that there would be 
no question about it. 

Mr. Davis. I might say that there is no question in my mind but 
what the national interest would be considered in that question. 

The CuarrMan. I was going to say that there is a very important 
witness who would like to be heard here before we adjourn, and he 
has to go to the Senate Appropriations Committee very shortly. 

Mr. Sock wourn. Must the foreign companies be totally owned by 





American citizens? Ai 
Mr. Davis. It says “owned,” and I think that is the definition of 


“owned.”’ To me, it means wholly. 
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Mr. Becxwortu. You would say wholly, then? 

Mr. Davis. That is my definition of it, and I do not know what 
the legislative definition of it would be. 

Mr. Beckwortu. Would you give the committee—and you may not 
know right now, but I, personally, would like to know—the number of 
foreign companies that would likely be participating in this. As I say, 
you may not have that information and you may not be able to give 
it exactly, but we would like to have an estimate of it, or at least 
I would. 

I have one other point. Are foreign insurance companies likely to 
participate in any way with American insurance companies as such 
underwriters, or is there any definite information on that? 

Mr. Davis. I would assume so, if they are permitted to do business 
in the United States. 

Mr. Becxworrn. If there are, I would like an estimate as to how 
many foreign insurance companies might be possible participants in 
the program. 

Mr. Davis. And you understand that this is a possibility and not 
necessarily a fact. 

Mr. Beckwortn. That is right, but I would like an estimate of 
it, and you probably do not know that right now. 

(The information follows:) 

Any foreign air carrier whose activities were ‘‘deemed by the Secretary to be 
in the interest of the national defense or the national economy of the United 
States,’ in operation at the time, would be eligible for insurance against war risk 
when engaged in such activities. 

There are included in the Associated Aviation Underwriters 12 foreign insurance 
companies, each of which is authorized to do an insurance business in a State of 
the United States and who would be eligible for participation in the program with 
respect to aircraft hull insurance. With respect to cargo war-risk insurance, any 
foreign company so authorized would be eligible. While we do not have specific 
information concerning the number of companies in this latter group, we are 
advised by marine war-risk personnel that approximately 26 such companies 
would be interested in the cargo business. 

Mr. McGurre. Mr. Chairman, I just want to say that some of our 
colleagues have been heaping encomiums on the Secretary of Com- 
merce, and it is always a pleasure to have Tom Davis appear before us. 
I think he is one of the best-informed men in public service today, 
and, as somebody said, I hope the glory of his past dwindles into utter 
insignificance beside the brilliance of his future destiny. 

Mr. Wiiuiams. I would like to straighten this gentleman out on the 
basis of personal privilege, inasmuch as I made the apparently slighting 
remark, and I 

Mr. Davis. It was not interpreted as such. 

Mr. Wiis. It was not directed to the Secretary or the Assistant 
Secretary, and I might say that J mentioned the wheel and not just 
one of the spokes, because I think we have some strong spokes in the 
wheel, but I think the hub is rather weak, and the Secretary is really 
one of the spokes. 

The CuarrMan. We thank you very much, Mr. Secretary, for your 
very illuminating statement you have made. 

Mr. Davis. Thank you Mr. Chairman. We will furnish you with 
the information you have requested. 

The CHarrMaNn. The next witness is Mr. Johnson. 
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STATEMENT OF CHARLES E. JOHNSON, LEGISLATIVE ATTORNEY, 
OFFICE OF THE COMPTROLLER GENERAL OF THE UNITED 
STATES, WASHINGTON, D. C. 


Mr. Jounson. My name is Charles E. Johnson, legislative attorney 
in the Office of the Comptroller General of the U nited States. 

I appreciate very much the courtesy of the committee in hearing me 
at this time, so that I can appear before the Independent Offices 
Subcommittee of the House Appropriations Committee as soon as it 
may be possible. I do not wish to hurry the committee at all, though, 
sir. 

I have a very brief prepared statement. 

The recommendation of the Acting Comptroller General, that two 
new subsections be added to section 1306 of the bill, is designed to 
round out the fiscal operations of the proposed war-risk insurance 
program which would be authorized by the bill, if enacted. 

Simply stated, and perhaps a little oversimplified, the proposed 
new subsection (d) would require the Secretary of Commerce, operat- 
ing the insurance program, to pay interest on the amount of appro- 
priated funds which are used to operate the program. The interest 
would be computed at a rate calculated to reimburse the Treasury for 
what it has to pay on its own borrowings. 

Subsection (e) would require the Secretary of Commerce to pay two 
other and smaller items of cost. The war-risk insurance program would 
be required to bear its fair share of the costs of the civil-service retire- 
ment system, and of the employees’ compensation fund. The Govern- 
ment is charged a share of the costs of the civil-service retirement 
system, and a part of that share naturally would be allocable to the 
employees engaged in carrying on this war-risk insurance program, 
The same reasoning applies to the employees’ compensation fund. 
Employees of the war-risk insurance program would be under that 
fund. 

H. R. 2460 would set up what is essentially a business-type activity. 
It is an insurance business which need not necessarily involve costs to 
the United States. That was pointed out by the Senate Committee on 
Interstate and Foreign Commerce in its report. I do not mean to 
imply that it could not incur costs to the United States. That would 
depend on the fortunes of war, I suppose. The fact is, however, that 
the contrary seems to be the intention. The obvious intention of the 
bill, in the view of the General Accounting Office, is that it be self- 
sustaining so far as is possible when its gets into operation. It is noted 
that, to the extent practicable, the premiums to be charged will reflect 
the risk involved. The use of the revolving-fund type of financing is 
entirely consistent with, and in fact connotes, an intention that the 
program be self-supporting to the extent practicable. 

The bill as introduced would leave on the Government the cost of 
interest for funds used by the program, and it would leave on the 
Government shares of the civil-service retirement system and of 
employees’ compensation fund costs. 

The Acting Comptroller General’s recommendation recognizes 
these costs for what they are—costs which are fairly attributable to 
the projected war-risk-insurance program. No reason is seen why 
this program should not pay these costs, like any other business pays 
its own costs. The determination of the costs is entirely practicable. 
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Right now it is being done for some other agencies. The average 
interest rate paid by the Treasury on marketable obligations would be 
the interest rate to be paid by the Secretary of Commerce. A formula 
has been worked out by the Civil Service Commission, and I believe 
by the Federal Security Administration, for allocating charges to 
various participating agencies, so that these charges would not be 
any particular problem, according to advice from those agencies. 
They could be collected, just as the General Accounting Office bills 
the corporations for its audits and collects and turns the money in to 
the Treasury. The costs, we presume, would be passed along to the 
ones who pay the premiums, just like any insurance company in- 
cludes all of its costs in the premiums charged to its policyholders. 

Also, and this is a very important point, only if this is done will 
the true costs of the program be disclosed to the Congress so that you 
can evaluate operating results. 

Similar recommendations have been made by the Comptroller 
General for almost all of the Government corporations, which con- 
stitute the largest group of business-type enterprises in the Govern- 
ment, and in the report the Acting Comptroller General sent to the 
chairman of this committee several examples of that were pointed out. 

I trust that the committee will agree in substance with the position 
taken by the General Accounting Office in this brief résumé. 

Mr. Hinsnaw. Mr. Chairman, I do not have that report just 
referred to, before me, but could vou name the Government corpora- 
tions or Government agencies which are now actually required—not 
those you have recommended, but those actually required to meet 
those costs in that way? 

Mr. Jounson. I didn’t hear the last part of your question, Mr. 
Hinshaw. Required to do what? 

Mr. Hinsuaw. Required to meet those costs in the way you have 
suggested, those that are now actually doing it. 

Mr. Jonnson. The Virgin Islands Corporation and the Panama 
Railroad Company are two; there are three others as to which current 
legislation will provide for payment of those costs. I cannot recall 
definitely whether Federal Deposit Insurance Corporation is required 
to pay those costs; it was suggested when legislation was up in the 
Eighty-first Congress, but I don’t recall the result. There are two 
other business-type operations, which are not corporations, which I 
believe pay those costs. One is the Rural Electrification Adminis- 
tration, and the other is the Atomic Energy Commission. I am 
speaking from memory, sir, and that is as far as we have gone. Some 
recommendations are still being considered by the Congress. 

Mr. Hinsoaw. You mentioned the Atomic Energy Commission, 
and I happen to be a member of the Joint Committee on Atomic 
Energy. Do you call that a business undertaking? 

Mr. Jounson. I should not have said that it is purely a business 
activity, sir. It has some of the aspects. They are running their 
operation in a businesslike way, and a great part of their operation is 
foreign to that of the average Government department or establish- 
ment. They keep their records and accounts in such businesslike 
fashion as to reflect all costs. 

Mr. Hinsuaw. They receive no income from any other source than 
the Government, so far as I know. 

Mr. Jonnson. That is right. 
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Mr. Hinsnaw. And the question of bookkeeping is one thing, and 
the question of whether it is a business undertaking is another. 

Mr. Jounson. Yes, sir. 

Mr. Hinsuaw. And if the gentlemen does not know, I will tell him 
that the Atomic Energy Commission, while it may be conducted in a 
businesslike way, is far from being a business corporation. 

You mentioned the Rural Electrification Administration. Are 
there any costs to the Rural Electrification Administration that are 
passed on to the users of electricity that might be covered by the terms 
that you have used here? 

Mr. Jounson. I don’t believe there are, directly, sir; I can’t certify 
to that. 

Mr. Hinsnaw. The Rural Electrification Administration is just 
like any other Government agency. It may be run in a businesslike 
way, but its charges are not passed back to the users of electricity, and 
the only charges that are passed back to the users of electricity are the 
actual costs to the various rural electrification associations, or what- 
ever they may call themselves; is that not correct? 

Mr. Jounson. There should be one exception, Mr. Hinshaw, and 
that is on the matter of loans or financing furnished to some of these 
associations. There, | am reasonably certain that they have in- 
cluded costs and charged them to the cooperatives. 

Mr. Hinsuaw. The costs are the costs of the money loaned by the 
Government, at a very low rate; I know that. 

Mr. Jounson. They have considered the interest paid by the 
Government on borrowed obligations. 

Mr. Hinsaaw. But they do not pay anything, so far as I know, of 
the employees’ costs of the civil-service retirement system, or of the 
other item you mentioned here. What is it? 

Mr. Jounson. The employees compensation fund. 

Mr. Hinsnaw. Those employees who are now in the Rural Elec- 
trification Administration itself, they do not pay that, do they? 

Mr. Jounson. My information doesn’t quite coincide with that. 
I have been informed that the Civil Service Commission does bill the 
Rural Electrification Administration for those costs, and that the 
REA does pay them. 

Mr. Hinsuaw. Now, wait a minute, and let us come again. The 
REA pays them, but do the little REA’s in the country pay them for 
the big REA, in turn? 

Mr. Jounson. Well, the costs have to be included, sir, in loans to 
cooperatives, and if set up as a part of their costs, they would have to 
be reflected in the rates passed on. 

I spoke from the top of my memory in reply to your question, sir, 
and it may not be that these costs, as such, find their way to the ul- 
timate user of electricity. 

Mr. Hinsuaw. And that is the business end of the business, and it 
is a Government-borne cost, properly allocated and taken care of, 
but it has no reference to the ultimate consumer who pays the money 
for the electricity. That is one point. 

Now, I can see the idea of paying interest on the money in the re- 
volving fund that is used here, but if you are going to go on and take 
up these retirement systems and vil cerviee compensation systems, 
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why do you not go on and charge them rent for use of office space in 
the Commerce Department, gas and electricity and water and janitor 
service, and all of the rest of the things that the Commerce Depart- 
ment, or somebody at least, has to bear? 

In other words, if you are going to be a complete business set-up, 
then take if out and make it a business set-up; but if you are going to 
do as I understand is proposed to do here, where the Commerce De- 
partment furnishes part-time employees who may be called upon 
from time to time to go in and serve on this thing, your General 
Accounting Office is going to cost the Government more money merely 
in keeping track of these few little items that run around, than you 
will ever get out of it. 

Mr. Chairman, I think there is a point concerning the interest on 
Government funds used in this revolving fund which is very good, 
but as far as the rest of them are concerned, I think the bookkeeping 
would be in excess of the values received. 

Mr. Jounson. Mr. Chairman, I would like to say that the first 
part of Mr. Hinshaw’s statement is a very excellent statement of the 
policy and the views of the General Accounting Office, that all costs 
should be shown and, to the extent practicable, should be paid by any 
business-type operation in the Government. But that will include, 
necessarily, the costs which are practicable of determination, whether 
they be for civil-service retirement or for use of space. We have 
recommended that, and it has been accepted, in similar cases. 

Mr. Hinsuaw. My boy worked a little bit last summer, and he got 
charged $6.60 on account of taxes that were deducted from whatever 
little money he made. And now he goes in and puts in a return show- 
ing that he paid $6.60, or that that was deducted from his return, 
and that has to go through the entire Government mill; and while I 
do not know what the costs are, I would be willing to bet you one 
million dollars to a doughnut it would cost the Government $25 to 
give him back the money. 

That seems silly, and I do not think we ought to go into that silly 
kind of business, merely to close up a little bookkeeping. 

Mr. Jonnson. The Comptroller General would not and did not 
recommend this, sir, on the basis that it was just to please the book- 
keepers. He has made the statement a number of times to the 
Congress, that he does not recommend spending $100 to audit a $25 
item. It is the view of the General Accounting Office that this would 
not be an overly costly proposition. 

Mr. Hinsuaw. I have not asked this question of the Commerce 
Department in open session but, Mr. Chairman, I did ask the Assistant 
Secretary the other day how they proposed to run this business, and 
they propose to run it practically altogether with employees of the 
Commerce Department whom they may call in from time to time as 
they are needed, and perhaps some from the outside as is provided in 
the bill, who do not come under the compensation act at all. 

The CuHarrmMan. Are you finished, Mr. Johnson? 

Mr. Jounson. Yes, sir. Thank you very much. 

The Cuatrman. I do not know whether we will have time to go on 
with any more witnesses. 

We have a representative of the State Department, Mr. Barringer. 











46 AMEND CIVIL AERONAUTICS ACT OF 1938 


STATEMENT OF J. PAUL BARRINGER, DEPUTY DIRECTOR, OFFICE 
OF TRANSPORT AND COMMUNICATIONS POLICY, DEPART- 
MENT OF STATE 


Mr. Barrincer. My name is J. Paul Barringer, Deputy Director 
of the Office of Transport and Communications Policy, Department of 
State. 

Mr. Chairman, the Department of State is in sympathy with the 
purpose of this proposed legislation. which it believes to be the 
provision of insurance that will enable the national-interest air com- 
merce to move at times and in areas such that insurance might not be 
available through normal sources. 

In the comments on this proposed legislation that the Department 
of State made under date of February 23, it submitted one or two 
suggestions whereby the legislation might be made more precise. 

The first of these suggestions was the introduction of a provision 
that would require the Secretary of Commerce to consult with the 
Secretary of State in cases where the insurance might be intended for 
foreign aircraft or foreign account generally. The purpose of that 
was to enable the Secretary of Commerce to have at his call such in- 
formation as the Department of State might have about foreign carriers 
or foreign individuals, shippers or travelers. 

Mr. Hinsuaw. Might I ask whether you desire the committee to 
ask Mr. Barringer questions point by point, or shall we go over the 
whole thing and then go back again? I would suggest that it would be 
easier, as the statement is not being read, to question the gentleman 
point by point. 

The CHarrman. All right. 

Mr. Hinsuaw. If that may be true, then perhaps I may ask the 
gentleman a question now. 

On page 2, line 10, the bill states: 

The Secretary, with the approval of the President and after such consultation 
with interested agencies of the Government asthe President mayrequire. * * * 

Now, of course, everyone knows that the President has the last 
word in foreign shipping. Some people know that to their misfortune 
and unhappiness, but nevertheless it is true. 

Is there any reason why the President may not require the Secretary 
of Commerce to consult with the Secretary of State under the terms 
of this bill as it is written, or why do you think it should be tied down 
any tighter? 

Mr. Barrincer. There is no reason at all, sir. The Department 
of State felt that it was desirable just to make the point in connection 
with insurance that might be issued to foreign account. 

Mr. Hinsuaw. Could not the State Department take that to the 
President and have the President require that such regulations be 
included? 

Mr. Barrincer. Certainly they could, Mr. Hinshaw. 

In addition to that, since we wrote our letter, we understand that 
the Secretary of Commerce has addressed a letter to the committee 
in which he assured that they would engage in such consultation. 
Under those circumstances, we will not necessarily press our point 
for specific inclusion. 

Mr. Hinsuaw. Thank you. 
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Mr. Becxwortn. Mr. Chairman, have you received that letter, 
and, Mr. Stockburger, do you know whether the letter has come? 
You heard the letter described that has been written, and it is a 
letter of March 6, I understand. 

(The letter referred to was inserted in the record of these hearings 
on March 14.) 

Mr. Barrincer. The letter of the Department of State to your 
committee, sir, also made other suggestions, one of which was that 
insurance to be issued to foreign aircraft, foreign cargo, or foreign 
passengers, was permissible under this bill, and it might not be desir- 
able in all cases. It may not have been made clear in our letter that 
it was not the intention of the Department of State to deprive the 
United States air carriers of this type of insurance to cover their 
liability for the carriage of non-national-interest passengers or cargo. 
It was merely the thought that there might be in this bill the ability 
for foreign passengers and shippers to get additional insurance for 
their own account. It was questioned whether that was desirable, 
or the intent of the legislation. 

Mr. Hinsnaw. Are not these considerations that you are raising 
here now going to be ex post facto questions, or are you going to put 
in a series of priorities to determine what carriers may or may not 
carry? Because after all, unless there is some determination made 
before the passengers or the cargo go aboard the aircraft, then no one 
will know whether it has been determined to be in the national interest 
or not. Are you going to make that an ex post facto determination, 
or are you going to do it in advance? 

Mr. Barrincer. Mr. Hinshaw, the thought of the Department of 
State in raising this question was that there might have been some 
need for further clarification. It was not making a point that it was 
absolutely necessary that there be a prior determination of the 
national interest. 

Mr. Hinsnaw. You can see very well, from your long experience in 
these matters, that the carrier would be required to make a prior 
determination, if this were to be inserted in the law and in the regula- 
tions of the Department of Commerce, and in that way you would 
have to set up machinery all over the world for determining that, 
which would be probably a much more expensive thing than the 
insurance to be carried. 

Now, I make that as a point, because it seems to me that, while the 
idea might be good, it is unworkable. 

Mr. BarrinGcer. I think your point is very well taken, Mr. Hinshaw. 

The CuarrMan. Is there anything else? 

Mr. Barrincer. That is all that I had to present, Mr. Chairman. 

Mr. Hinsuaw. I noticed in the statement submitted to us by the 
staff that it also includes personal effects and baggage, insurance 
against loss of life or injury, detention by an enemy, and it suggests 
provisions limiting the Secretary of Commerce to issuing insurance 
only in event such insurance is not procurable from commercial 
sources. It might result in its being in a competitive position with 
foreign insurance companies. 

Why are we concerned with foreign insurance companies? 

Mr. Barrincer. That comment was put in our letter, Mr. Hin- 
shaw, at a time when we felt there was no provision in the legislation 
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for the handling of insurance that might be issued by foreign insurance 
companies registered to do business in the United States. 

Mr. Hinsnaw. The bill provides that they may be included. 

Mr. Barrtncer. It does. On rereading, we determined that. 

Mr. Hinsuaw. So that that point is of no particular importance. 

Mr. Barrincer. The point is of no interest to us. 

Mr. Hinsnaw. At this point we have what left? What is left out 
of the recommendations of the Secretary of State? Do you withdraw 
your statement, then? 

Mr. BarrinGer. As I stated at the outset, Mr. Hinshaw, we made 
these suggestions for further exploration, and we did not feel strongly 
about them; and an indication of that is that we did not request to 
testify before the committee. 

Mr. Hinsuaw. That is all from me, Mr. Chairman. 

The CuarrMan. If there are no further questions, we thank you, 
Mr. Barringer. 

The committee will adjourn until 10 o’clock tomorrow morrning. 

(Whereupon, at 12:10 p. m., the committee adjourned until 10 
a. m., Friday, March 16, 1951.) 
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TO AMEND THE CIVIL AERONAUTICS ACT OF 1938 


War Risk Insurance 


FRIDAY, MARCH 16, 1951 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D.C. 

The committee met, pursuant to recess, at 10 a. m., in room 1334, 
New House Office Building, Hon. Robert Crosser (chairman), pre- 
siding. 

The CHarrMAN. The committee will be in order. 

We will hear from Mr. Tipton first. 


STATEMENT OF STUART G. TIPTON, CHIEF COUNSEL, AIR TRANS- 
PORT ASSOCIATION OF AMERICA, WASHINGTON, D. C. 


Mr. Tipron. Mr. Chairman and members of the committee, my 
name is Stuart G. Tipton. I am general counsel of the Air Transport 
Association of America, which represents almost all of the certificated 
American-flag airlines. 

Mr. Chairman, I have a prepared written statement here which I 
would like to put in the record, but I believe it would save the time of 
the committee if I didn’t read the statement, but instead, if I en- 
deavored to cover the points which are obviously of major interest 
to the members. 

The Cuarrman. I think that that would be better. 

(The prepared statement referred to follows:) 


STATEMENT OF Stuart G. Trpron, GENERAL CouNseL Arr TRANSPORT ASSOCIA- 
TION OF AMERICA, BEFORE THE House CoMMITTEE ON INTERSTATE AND FOREIGN 
ComMERCE, With Respect tro H. R. 2460, Marcu 14, 1951 


Mr. Chairman, my name is Stuart G. Tipton. I am chief counsel of the Air 
Transport Association of America, which has as its members practically all of the 
certificated scheduled airlines of the United States. We appreciate the oppor- 
tunity to discuss with you this bill which deals with war-risk insurance for aircraft, 
and for crews, passengers, and cargoes moving on such aireraft, because 20 
of our members operate to points outside the United States. These operators 
need the insurance provided in this legislation. We strongly support this legisla- 
tion and urge that it be enacted promptly. 

Insurance has been described as the handmaiden of commerce, and the signifi- 
cance of that relationship is a necessary background to the understanding of 
why we are interested in war-risk insurance. Unless the owners of aircraft and 
the shippers of cargo can get insurance on the goods which are moving in com- 
merce, against the risk to which that property is exposed, that property must 
move at the risk of the owner. In normal commerce the insurance company 
insures many of the risks inherent in the movement of property, but if it refuses 
to take the risk of loss or damage of the goods by war action, that risk falls on the 
owner. Since an aircraft represents in some instances a concentrated value of 
more than a million dollars, the loss to the owner can be prohibitive. > 
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If the operator must bear this risk, he has two alternatives, neither of which 
is desirable to the operator or to the national interest. First, the operator may 
simply cease operations in the dangerous areas, which would throttle the com- 
merce of our country to that extent; or the operator can continue operations, but 
he must increase his charges sufficiently to compensate him for the risk he under- 
takes. This would make for a sharp rise in transportation costs, and would be 
reflected in the cost of the goods carried. This is clearly not desirable in our 
already inflated economy. 

Since these alternatives are the ones open to operators and shippers if war-risk 
insurance is not available, it is important to know what war risk insurance is 
available today. When the airlines tried to buy war-risk insurance on their air- 
craft operating to the Korean war front, they were sold the insurance, but it was 
subject to cancellation on 48 hours’ notice. In other words, they could buy the 
insurance, pay premiums, which are expensive, but on 48 hours’ notice—most 
likely at the time when insurance is needed most—the coverage could be canceled. 
This means in effect that war-risk insurance is not available in the commercial 
markets in time of real need. This was found to be true with respect to marine 
war-risk insurance when the Congress was considering war-risk insurance for 
vessels, and the Congress in September of last year enacted legislation to permit 
- —_— of Commerce to provide war-risk insurance for vessels in Public 

saw 763. 

The tremendous importance of ait transport operations can be illustrated by 
its present volume and its striking growth during the past 10 years. The revenue- 
plane-miles operated across the Atlantic and Pacific Oceans by commercial air- 
lines increased from 1,562,184, in 1939, to 62,293,979, in 1949, an increase of 
2,987.6 percent. The cargo-ton-miles flown across the Atlantic and Pacific grew 
from 542,215 in 1939, to 53,041,019 in 1949, an increase of 8,782.3 percent. Pas- 
sengers carried across these oceans in this period rose from 5,533 to 516,162, an 
increase of 8,328.8 percent. The decisive importance of air movement to our 
defense effort is not shown in the totals carried alone, but also in the swift direc- 
tion of selective materials—in moving new bazookas to Korea, in speeding new 
drugs and plasma to front lines. We believe that no one concerned with the 
national economy or the national defense will want this traffic impaired, far less 
stopped. 

, {though war-risk insurance similar to that proposed in this bill was not made 
available for aircraft during the last war, the new significance of air transport 
since World War II requires that war-risk insurance be made available. When 
World War II came, the limited air operations across the Atlantic and Pacific 
were taken over by the United States Government. Title to the aircraft was 
transferred and the risk of operation was assumed by our Government, although 
the operations were conducted by the airlines. Today the far-reaching operations 
of commercial airlines are of such great significance to our economy and national 
defense that this essential arm of our commerce and defense should not be cur- 
tailed merely because of the absence of war-risk insurance. 

The need for this legislation is not lessened by the fact that some aircraft are 
operated under contract between the carriers and the United States Government. 
The aircraft under such contracts are insured by the Government, because the 
Government agrees to indemnify the operator for specified losses. The primary 
need for this legislation is not to provide insurance for such operations, although 


the agencies contracting for such services could insure the war risk under this bill. ° 


This legislation is needed to make insurance available for the enormous commerical 
operations apart and aside from those carried on under contract. 

This bill does not require new administrative organization, nor is it necessary 
that the insurance involve cost to the United States. Although marine war-risk 
insurance was provided during the last war for property with a value of early 
$6,500,000,000, the provision of such insurance made a profit for the United 
States Treasury. The premiums collected from private industries and from the 
War Shipping Administration were both in excess of the losses under the policies. 
The report of the Comptroller General for the fiscal years 1948 and 1949 summa- 
rizes the insurance activities and in effect shows that asubstantial sum of money 
was covered into the Treasury and that there was an excess of premiums and other 
credits over amounts expended in the settlement of losses. The personnel in 
the Department of Commerce engaged in war-risk insurance for vessels can per- 
form these new duties with the addition of some aviation insurance experts. 

This bill follows very closely the marine wat-risk insurance legislation enacted 
on September 7, 1950. It varies first only to the extent necessary to make it 
applicable to aircraft, and secondly, it is more restrictive than the marine legis- 
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lation in that it limits the insurance to be issued to war-risk insurance. Further- 
more, the bill authorizes suits under it in the district courts of the United States, 
rather than in the admiralty courts. Aviation matters are not normally litigated 
in such courts and there is no reason for creating this type of jurisdiction in such 
courts. 

The minor change which we would like to see in the bill is the insertion of the 
word “aviation” in line 4 on page 9. Such a change will permit the Secretary in 
administering the act, to follow the practices in the aviation insurance business. 
This is the guide which is imposed on the Secretary in section 1307 (c) of the bill 
and the proposed amendment will make this section consistent. 

With this change, we urge that the bill be approved. 

Mr. Tipron. Of course, the major question of concern to the mem- 
bers is whether there is a need for this war risk insurance legislation 
for aircraft. 

I would like to cover that at the outset. I will state immediately 
that the airlines that would be covered by this legislation feel that 
there is a great need for war risk insurance legislation. The need for 
that legislation is based primarily upon a desire on the part of the air- 
lines, in the event of a general war or of isolated conflicts of the kind 
we now have in Korea, to maintain their operations in private hands, 
rather than be required to have the Government either buy their 
equipment or take over the entire operation. 

We feel that that type of an operation is the most efficient way of 
getting maximum airlift when airlift is needed, by permitting the 
airlines to operate their own fleets, the fleets that they are accus- 
tomed, day in and day out, to operate, and which they by sheer eco- 
nomic necessity are required to operate with the highest efficiency. 

If we do not have war risk insurance as provided in this bill, it will 
be very difficult for the airlines to operate into hazardous areas and 
still retain control over their own fleets, because our experience, even 
up to now, has indicated that we cannot get satisfactory and adequate 
insurance for war risks. We have had a very concrete experience 
with that problem already. 

As you will recall, at the time of the beginning of the Korean con- 
flict, the airlines were called upon to bring forward about 40 of their 
four-engine aircraft to participate in providing vitally needed airlift 
between the west coast of the United States and Tokyo. The air- 
lines were not only called upon to provide it, but they were called upon 
to provide it on short notice. It was most urgent at that time, and 
we will all recall it. 

The airlines thus converted their aircraft and put them into that 
service just as fast as they could. Most of the aircraft went into 
service, as a matter of fact, before there were any contracts with the 
Government covering the operation. : 

In the preparation of the contracts covering the Korean airlift, we 
originally thought, and the Air Forces with whom we contracted 
thought, that each airline would provide its own insurance for its 
aircraft. Consequently, we started to acquire that insurance. 

As far as the normal insurance was concerned, we had no difficulty. 
Our underwriter stook care of it in the normal course of business. 
Then came the question of insuring against war risk, because our 
equipment would be going into a zone which at that time was con- 
sidered and at this time is considered a hazardous one. We found 
when we tried to get war risk insurance that it was possible to buy it, 
but it was cancelable on 48 hours’ notice. One of the airlines bought 
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war risk insurance, at a high figure, but it was cancelable on that 
short notice. 

Another company which attempted to buy it found the rates to be 
extremely high. We reported that situation to the Air Force with 
whom we were contracting, and were directed to change the entire 
arrangement. ‘Today the Air Force indemnifies us for any losses in 
equipment. 

The 48-hour limitation, of course, results in the insurance being just 
barely worth while. Because you may get an airplane halfway 
around the world from its base, and if the insurance is chopped off on 
48 hours’ notice you may not get it back home within the insurance 
period. 

Faced with that outstanding risk, we concentrated on the possibili- 
ties of solving the problem. ‘We discussed it with the unde ‘rwriters, 
and we discussed it with the Government people. We reviewed the 
merchant marine precedent for dealing with the same problem, and we 
recommended to the Government agencies, which in turn recom- 
mended to the Congress, that war-risk-insurance legislation be enacted 
in order that insurance for the airlines could be provided. If private 
sources were not adequate to meet the carriers’ insurance problem, 
then the Government could step in and help. 

That describes what we feel to be the need for the legislation. 

Now, another question is whether it is needed now. We think it is 
needed now, for a number of reasons: 

One is the state of the world. That is pretty uncertain, and the air- 
lines really can’t tell, just as no one else can tell, what they will be 
called upon to do on a moment’s notice. Within 24 hours after the 
conflict arose in Korea we were called upon to do certain things. 
These were wanted that day, and there was good reason for wanting 
them done that day. 

We can’t be sure that that is not going to come up again. We would 
like to be prepared to meet those problems in the easiest way and the 
quickest way. 

That being the case, it would be a very good thing, from the stand- 
point of protecting the ability of the airlines to perform service for the 
Government, if this legislation could be enacted and the Department 
of Commerce be placed in a position where it can be prepared to act 
on this insurance problem on a moment’s notice. 

I would think that many preparatory steps could be taken immedi- 
ately, such as determining the value of aircraft, determining the rela- 
tionships with the underwriting agents, preparing the policies. Many 
things can’ be done on a stand-by status so that if the Vell rings again, 
we can move right in and deal with the situation in the most efficient 
way. 

The experience of steamship operators indicates that this legislation 
is needed. The steamship operators, whose situation is a good bit 
like ours, have found it necessary to recommend similar legislation. 
It was in effect with respect to the vessels during both World War I 
and World War II, and similar legislation was adopted by the Congress 
again last September. At that time, the marine underwriters stated 
to the committee considering the bill that war risk insurance for 
vessels was a problem that they could not deal with, and I will quote 
from a resolution of the American Institute of marine Underwriters 
which appears in the hearings of the Subcommittee on Maritime 
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Affairs of the Committee on Merchant Marine and Fisheries. The 
resolution is as follows—and I am reading from page 250: 

Resolved, That the American Institute of Marine Underwriters approves in 
principle the war risk insurance bill introduced in the House of Representatives 
on August 19, 1949, and recognizes the necessity of legislation along the lines of 
that bill. 

Our experience and the statements of our underwriters would bear 
out the same thing, because when it is necessary for them to limit 
their war risk to 48 hours. In my opinion, that is just not very much 
insurance. 

The second major problem that concerns the committee is whether 
or not this is an undue invasion of private enterprise. I will say to 
the committee that I am delighted that the committee shows great 
concern about invading the rights and obligations of private enter- 
prise, since the companies I represent are private enterprises. That 
is a problem to which the committee should give, and we should give 
careful consideration, and we have. 

The bill is carefully drawn to eliminate all Government insurance 
other than war risk insurance. There is no provision for the Gov- 
ernment getting into any insurance business other than war risk. 
Thus, it is limited right down to the necessities of the case. 

The bill also requires the Secretary, after consultation with the 
other agencies of the Government, and with the approval of the 
President, to determine that the private industry is not providing 
adequate insurance on reasonable terms and conditions before he 
can provide insurance. And that finding, I think, is an important 
one protecting private enterprise. 

As I say, the Government has done this job with respect to the 
merchant marine in the past wars, and it is preparing to do it at 
least on a stand-by basis at this time, and to my knowledge there 
has been no complaint that the Government has unduly invaded 
the province of private enterprise. As a matter of fact, the resolution 
of the merchant marine underwriters would indicate that it was their 
feeling that the Government was meeting a problem that they were 
not equipped to meet. 

The third major problem that was and should concern the com- 
mittee is whether or not this is an undue burden on the taxpayers. 

The committee was informed yesterday that the entire merchant 
marine program during the last war, which covered a value of over 
$6,500,000,000, was conducted at a profit of $8,000,000. I get the 
$8,000,000 figure from the hearings before the Merchant Marine 
Committee at the time this recent legislation was being considered. 

Mr. Chubb, who had a great deal to do with the operation of 
the system last year, testified that the Government made about 
$8,000,000 on that. He was basing his opinion, in turn, on a report 
of the General Accounting Office on it. That was, as I say, a 
$6,500,000,000 coverage in the value of the ships. 

The value of aircraft on the airlines of the United States, both 
domestic and international, at the present time is in the neighborhood 
of $350,000,000, so that actually, adding aircraft to the already 
existing program—lI kind of hate to say this, because it minimizes the 
air-transport industry, but nevertheless, we have to agree that the 
addition of aircraft is just a drop in the bucket. 
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In considering whether or not this is a burden on the taxpayers, we 
should also consider what the alternatives is. If the airlines were 
required to perform service, to continue their operations, our alterna- 
tive, if we had no war-risk insurance, would be to sell our aircraft to 
the Government. 

There are a lot of reasons why that shouldn’t be done except in the 
most drastic of circumstances. One reason which is closely related to 
this problem is that then, if an aircraft is lost, the expense comes 
right out of the taxpayers’ pocket. Under the insurance system, the 
airline and all airlines pay premiums at rates, which experience in- 
dicates, will more than cover the cost to. the Government. 

The alternatives are, on the one hand, an out-of-pocket loss of $134 
million for an airplane, and on the other hand the same loss is paid out 
of premiums. Consequently, it seems to me, that far from being a 
burden on the taxpayers, this bill would alleviate the burden of the 
taxpayer. 

I think that covers the three major questions the committee was 
concerned with yesterday, which I think are the three fundamental 
questions related to this A realy 

There was a point raised by Mr. Williams which I would like to 
comment on, because his point, I thought and still think, was well 
taken, and should justify an amendment to the bill. 

For the purposes of the record and for the consideration of the 
committee in executive session, I might state what that amendment 
would be. 

It is on page 3, tne? 7: 

Strike out “owned by citizens of the United States or.” 

That achieves the result I think Mr. Williams wanted, and that was 
to make sure that if the Secretary is going to insure foreign-flag air- 
craft, that those aircraft be engaged in operations which are in the 
interest of national defense or the national economy. 

I believe Mr. Williams’ suggestion is a good one and the amendment 
will do the thing I think he wanted to do. 

That concludes my direct statement, Mr. Chairman. I would be 
glad to try to answer any questions the committee may have. 

Mr. Becxworru. I was interested in your comment to the effect 
that one airline had gotten some war-risk insurance. Could you 
give us any figures as to the difference in the cost of that as compared 
with the ordinary or regular insurance? You indicated it was ex- 
treme, and I would just like to know what it is. 

Mr. Tipton. I will try to get that for the record, Mr. Beckworth. 
I do not have it, but I will see to it that the information is brought in. 

(The information follows: ) 

The following are illustrations of the premium rates quoted to airline operators 
for war-risk insurance. 

One carrier applied for war-risk insurance to cover one flight to Formosa. 
The premium rate on one four-engine airplane for one flight was quoted as $4,300. 
Another carrier applying for war-risk insurance was quoted a rate of 10 percent 
of the regular rate to be added to the policy. It should be noted that this quota- 
tion was for a policy which was subject to cancellation on 48 hours’ notice. 


Mr. Becxworrn. With reference to foreign airlines that might be 
beneficiaries of this, about how many do you envision would possibly 
be utilized by this country in its all-out effort? 

Mr. Tipton. That question is pretty hard to answer categorically. 
There are serving the United States, I think, in the neighborhood of 
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‘20 foreign airlines, some small, some with minor operations, and 


others large with major operations across the Atlantic and the Pacific. 
Those airlines would be—it is a little hard to anticipate how the 
emergency would arise which would require their use, but we do have 
already, of course, some indication of what the situation might be. 
KLM, the Dutch line, came forward and contributed, I think, three 
four-engine airplanes for the Korean airlift, and Sabena, the Belgian 
airline, came forward and did the same thing. I think they brought 
in one or two of the four-engine aircraft. 

That is an example of the sort of thing we are talking about. 

We have a variety of airlines who, fortunately, operate American 
equipment, so that equipment could be used to maintain lines of 
communication across the Atlantic and across the Pacific and into 
Latin America which would make them highly useful to the United 
States. 

We will recall during the last war when the need for Trans-Atlantic 


-airlift was critical. We provided the best we could; and finally, 


before the war was over, four-engine aircraft were leaving LaGuardia 
for trans-Atlantic hops almost as frequent as streetcar service. 

But that is the kind of a problem that is intended to be met, and 
I don’t think that we can put a quantitative value on it yet. 

Mr. Becxwortu. That is all. 

Mr. Priest. I have just one question, Mr. Tipton. 

Did I understand you to say that the operations of the maritime 
war risk insurance actually resulted in a net profit of about $8 million? 
Is that the figure that you used? 

Mr. Tipton. The profit was $8 million. 

Mr. Priest. Thank you, Mr. Chairman, that is all at this time. 

Mr. Harris. Of course, there were no losses in the Maritime Com- 
mission during the war, were there? 

Mr. Tipton. I beg your pardon? You say there were no losses? 

Mr. Harris. Yes. 

Mr. Tipton. They covered an enormous number of losses. Do 
you mean that they did not have to pay out anything? 

Mr. Harris. That is right. 

Mr. Trpron. They had to pay out a great deal. The vessel losses 
were tremendous. don’t have the exact data right on hand, but 
I know that they were tremendous, just from recalling the period. 

Mr. Harris. I think it would be helpful to get that information, 
and I am sure it must be available. 

Mr. Tipton. It is available, and I am sorry I don’t have it right 
at hand. We may find it before the hearing is over. 

Mr. Harris. Mr. O’Hara asked a question a few days ago; I 
think you heard the question, when Mr. Davis, the Under Secretary, 
was before the committee. He asked: Would this legislation be in 
effect at all times, or would it be only during an actual war? 

Mr. Tipton. The legislation, when enacted, would be effective for 
5 years, but the Secretary cannot insure anything until, with the 
approval of the President, he determines that war risk insurance 
adequate for the needs of the air commerce of the United States 


cannot be obtained on reasonable terms and conditions from com- 


panies authorized to do an insurance business in a State of the United 
States. 
It would be effective when those findings could be made. 
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Mr. Harris. Of course, the term ‘‘war risk’”’ includes in the defini- 
tion “‘to such extent as the Secretary may determine all or any part 
of those risks which are described in ‘free of capture and seizure’ 
clauses, or analogous clauses.’’ Consequently, I assume that it is 
proposed that this legislation be in effect at all times, regardless of 
whether there is a war or an emergency or not, to reinsure or under- 
write this provision in regular insurance clauses. Is that right? 

Mr. Tipron. That is correct. The war risks are defined here to 
incorporate the risks that are excluded from ordinary insurance 
policies, and that is the “free of capture and seizure’’ clause. 

Mr. Harris. The Government is underwriting insurance com- 
panies who take out insurance risk on this type of transportation, is 
that right? 

Mr. Treron. Well, the underwriters, in the absence of special nego- 
tiations and the payment of special premiums, don’t underwrite this 
war risk insurance at all. They just exclude that. If damage results 
from the consequences of war or other armed conflict, the insurers 
just won’t pay, and they are not obligated to pay. 

Mr. Harris. I know, but the proposed legislation here says that it 
is applied to those risks which are described in “free of capture and 
seizure” clauses or analogous clauses. 

Mr. Treron. That is right. 

Mr. Harris. Which, I assume, refer to those clauses in insurance 
policies. 

Mr. Tipron. That is right. 

Mr. Harris. How could it apply to anything else; if they did not 
even have the clauses, how could it even be effective? 

Mr. Treron. Well, the clause that is referred to there is a clause 
which excludes the risk. 

Here is one, and I hesitate to read it, it is so long. 

Mr. Harris. I would not want you to. I am somewhat familiar 
with it. 

Mr. Tipron. What it says, in effect, is that this insurance policy 
that we are giving you doesn’t cover the risks of war. In other words, 
they step out of that obligation completely, and it is not covered by 
the policy. 

Mr. Harris. You mentioned a moment ago, and I do have a great, 
deal of respect for your judgment and certainly you have been con- 
nected with the aviation industry over a long period of years and 
naturally quite familiar with it—I was interested in your indication 
a moment ago that during the war, under the marine war risk insur- 
ance program, you said $644 billion of value was covered, and in draw- 
ing the analogy here you said there was in the aviation industry prob- 
ably $350 million. That would not touch the liability, would it? You 
have your passengers, your personnel, your cargo, and other property 
involved, other than the aircraft, and would not it be a very small 
part of the total risk? 

Mr. Trperon. I used the figure to illustrate size, and I think that 
your point is right, though, that the value of the aircraft is $350 
million—that is the value of the hull, the value of the aircraft—but 
the liability would run to figures higher than that, but the hull price 
would be a very substantial part of it, and it is the aircraft damage 
that I am sure would form a large part of it. May I check that point 
for just a second? 
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Your point is correct, that the $350 million that I talked to is not 
directly comparable to the $6% billion, but it does illustrate the differ- 
ence between the two industries, because it is most unlikely that the 
other classes of liability would push that figure up to anywhere near 
the kind of a program that was operated for vessels. 

(The following information requested by Mr. Harris was later 
supplied: ) 

In response to Congressman Harris’ question, we secured figures from the In- 
surance Division of the Maritime Administration dealing with the amount of 
premiums received and losses paid. Under the authority granted by statute during 
the last war similar to the proposed war risk insurance legislation, the War Ship- 
ping Administration issued insurance covering property valued at approximately 
$614 billion. The premiums collected on that insurance were $105,323,842. Of 
these premiums, $96,000,000 covered the losses incurred, leaving the residue of 
more than $8,000,000 returned to the Treasury of the United States. 

Of the total premiums received, approximately $73,000,000 were received for 
insuring cargo; $22,000,000 were received for insurance on the hulls of vessels. 
The losses incurred for cargo approximated about $57,006,000 and for hulls about 
$33,000,000. The balance of the premiums received and losses incurred were due 
to insurance on crewmen and other war risk insurance. 


Mr. Harris. That is all, Mr. Chairman. 

Mr. O’Hara. Mr. Tipton, on page 4, line 4, I just happened to be 
looking through this bill this morning, and I noticed that the coverage 
of the officers and crews against ‘‘loss of life, injury, and detention by 
an enemy,” and should that not be “or detention”? Would it not 
limit the loss of life and injury to detention, with that sort of language? 
It created that impression in my mind as I read it. 

Mr. Tipton. Well, I think that there is a possibility of ambiguity 
there. 

Mr. O’Hara. It is quite a serious one, is it not? 

Mr. Tipton. Of course, the intention is to cover each one or to 
mention each one separately. There may be an ambiguity there, and 
I don’t see right now how to fix it, but I will keep that in mind and see 
if there is a change that we can make there that will make that clear. 

Mr. Hate. Would you suggest that the “and” be ‘“‘or’’? 

Mr. Tipton. No; I don’t think that it can be “or,” Mr. Hale, 
because if you did, that would indicate that they could insure against 
loss of life, injury, or detention, but that they coulnd’t insure for all 
of them. 

Mr. O’Hara. “Or damages sustained by detention or injuries su- 
tained by detention,” or something of that nature, Mr. Tipton, be- 
cause we are certainly involved with the human element here. 

Mr. Treron. That is right. 

Mr. Hate. I do not see anything wrong with the language as it is. 

Mr. O’Hara. There might be a very serious question that it would 
have to be loss of life or injury while under detention, and that is the 
thing that I am worried about. 

Mr. Trpron. I think that the suggestion you mentioned is one that 
certainly has a possibility to make it clear as to what we are talking 
about: it is against “loss of life, injury, and damage sustained through 
detention by an enemy of the United States.”” It seems to me that 
that would make it perfectly clear. 

Mr. O’Hara. Would you give us your advice after you have checked 
on the matter? 

Mr. Tipton. I will, sir. 

Mr. O’Hara. Because I think it is quite important. 
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Mr. Tipton. I will do that. 

Mr. O’Hara. That is all, Mr. Chairman. 

Mr. Beamer. Mr. Tipton, I have just one or two questions. 

How long would it really require to implement this type of insurance: 
once it were authorized by statute, would you estimate? 

Mr. Trpron. I would have trouble estimating that. Fortunately, 
a lot of work has been done and precedents created in the marine field, 
and the organization is, I believe, existing in the Department of Com- 
merce now. In dealing with aircraft the data with respect to values 
and numbers of aircraft, and that sort of thing, is all available in the 
Civil Aeronautics Board, which is also connected with the Department 
of Commerce. I would guess it could be done in maybe 3 months or 
something like that, that is the best I can do. 

Mr. Beamer. This is really an emergency measure, is it not? 

Mr. Tipton. Yes, sir. 

Mr. Beamer. Could it be established and could this be considered 
by the Congress when and if such an emergency arises, for example? 

Mr. Treron. That is a very important question. We had thought 
not, for this reason: that we had already encountered this problem 
when we started the Korean airlift and that lift had to be started, I 
believe the first commercial aircraft appeared on the west coast to 
participate in that lift 6 days after the crisis arose and it would have 
been good if they could have arrived there on the first day. We can’t 
tell when at a moment’s notice we will have to de something else, and 
consequently we had hoped that the legislation could be passed and 
that all of the arrangements could be kept in stand-by position in 
order to meet a problem like this. 

It is the same kind of measure that we will probably take with 
respect to aircraft, and that we are taking on a number of other things, 
getting prepared to meet those problems on a moment’s notice. 

Mr. Beamer. The reason I asked, I am wondering if the regular 
old line insurance companies that you now say hesitate to insure and 
have a 48-hour cancellation clause, if they were assured they would 
have some support in underwriting or having such insurance under- 
written, something like the Federal Deposit Insurance Corporation, 
or whatever it may be. Has that been discussed or explored as a 
possibility? I like your statement that you did not want to interfere 
with private enterprise and I am wondering if we can’t combine these 
three or four questions. 

Mr. Tipron. That is pretty close to my heart, too. The bill is 
drawn so that it authorizes insurance by the private underwriter. 
He can continue to write his insurance just as he does ordinary airline 
insurance. 
gs Bram_er. It does not take it away from him, but it assists 

im. 

Mr. Treron. That is right. It assists him in underwriting his 
war risks. What can be done is that the airline, any airline will 
have an insurance underwriter that writes his normal insurance on 
everything. That underwriter can be designated by the Secretary 
to write this insurance for him and he can continue to transact his 
business with the airlines as before, only in the case of war risk he 
is backed up by the Secretary. 

Mr. Do.utver. Will the gentleman yield at that point? 

You do not mean to say that the Secretary could designate some- 
body to do the reinsuring? 
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Mr. Tieton. To do what? 

Mr. Do.utver. To do the reinsuring, that is, turn this whole 
operation over to a private company or an individual? 

Mr. Tipton. No, it is the underwriting agent’s function that I am 
talking about. The bill provides, and I think it was the custom 
under the marine bill in the last war, instead of building up a large 
organization in the Government, the Secretary would hire insurance 
underwriters to act as his agents in writing this insurance, and would 
pay them just compensation for the services rendered. 

Mr. Doutiver. They would actually become the representatives 
of the Secretary of Commerce then, wouldn’t they? 

Mr. Tipron. That is right. 

Mr. Douxiver. I just wanted to be clear about that. 

Mr. Tipton. I didn’t make it very clear; I am sorry. 

Mr. Beamer. | just want to ask one more question and then I 
will be finished. In other words, it would not establish a large agency 
in your conception of it? 

Mr. Tirron. In my conception it certainly would not. 

Mr. Beamer. Would it appear to you—you are not a member of 
the Department—would it appear to you that perhaps the existing 
personnel could possibly take care of this? 

Mr. Trperon. I am not sufficiently familiar with the organization 
as it exists now. 

Mr. Beamer. I will not press the question. 

That is all I have. 

Mr. Rocers. Mr. Tipton, just one or two observations I would 
like for you to make to the committee. If this bill is passed, it does 
put the Government into the insurance business, does it not? 

Mr. Trpron. It does in a very limited way, but nevertheless it does. 

Mr. Rocers. Are you not afraid that if we ever let the camel get 
his nose under the tent, he will continue to encroach upon private 
enterprise? 

Mr. Tipron. I would say not, based on the experience up to now. 

Mr. RoGcers. What would you think of this idea, that instead of 
the Government writing the war risk insurance, that they agree to 
subsidize those private companies and let them run it upon whatever 
terms the Government could run it and if there is a loss the Govern- 
ment helps sustain it on the war risk, and if there is a gain it comes to 
private enterprise, and why would that not be a better policy? We 
are in the subsidizing business anyhow. 

Mr. Tipron. Well, let me be sure that I see what the idea is. The 
idea would be to tell the private insurance underwriters, to go ahead 
and write war risk insurance, and if you have a loss then the Govern- 
ment will make it up. 

Mr. Rocers. That is right. 

Mr. Tipron. And if you have a gain, you can keep it. 

Mr. Rogers. That is right. In other words, it is for the Govern- 
ment that they go out there and if this loss is sustained we lose it 
anyhow and the Government is not going to get into the business 
of writing insurance for making money. It seems to me that the 
principle is if we believe in private enterprise, it is better than letting 
the old camel get his nose under the tent, because they will continue 
to encroach upon private enterprise, and that seems to me to be the 
direction in which they are going. 
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Mr. Wotverron. It has not been my privilege to attend the hear- 
ings in this matter on this point, but I would like to inquire whether 
the insurance companies, the private insurance companies, have made 
any expression as to their opinion of this legislation, with particular 
reference to the point that you have just made, that it is the nose of 
the camel under the tent. Are they fearful of that? I have in mind 
that you want to protect the private-enterprise principle and, of 
course, that naturally affects the insurance companies that are now 
in business and now do they recognize this as a danger as you have 
pointed it out? 

Mr. Rogers. I haven’t read but one telegram with reference to it, 
but I presume that they would. 

Mr. Harris. We have an insurance man on the committee, he 
might be able to answer it. 

The CHatrMan. We have a witness on the stand, and he might be 
able to answer it. 

Mr. Treron. The views of the aviation insurance market have 
been put forward. They may not have been stated to this committee 
but thev were stated to the Senate committee to the effect that they 
have no objection to this legislation. 

I think a representative of one of the major insurance groups is 
here in the room this morning. 

Mr. \ oLverTON. Some reference was made to a telegram that 
had been received. Has that telegram been made a part of the 
record in this matter? 

Mr. Beckworrn. It just came in this morning. 

Mr. Wotverron. This telegram purports to express the opinion of 
the Associated Aviation Underwriters, and would there be any objec- 
tion to reading it into the record at this point? 

The CuarrMan. No. 

Mr. Wotverron. It is signed by Byron B. May, Associated Avia- 
tion Underwriters, and is addressed to Hon. Robert Crosser, chairman 
of the House committee. This does have a reference to the point 
raised by Mr. Rogers. 

The CuHatrMan. It can be read. 

Mr. Becxworrn. It just came this morning. 

Mr. Wotvurrton. Is there any objection to reading it into the 
record? This telegram reads: 

New York, N. Y., March 15, 1951, 
Hon. Rospert Crosser, 
Chairman, House Committee on Interstate and Foreign Commerce: 


As I advised you over the telephone, Associated Aviation Underwriters does not 
cover war risk on aircraft hulls at this time. As we understand H. R. 2460, it 
provides that war-risk insurance will only be available through the Government 
when such insurance cannot be obtained on reasonable terms and conditions from 
companies authorized to do an insurance business in a State of the United States. 
In view of modern weapons of war with vast destructive possibilities and present 
high values of new aircraft, we do not wish to write this war-risk insurance and 
have no objection to the Government making the same available whenever it 
cannot be obtained on reasonable terms and conditions from commercial under- 
writers. 

That is signed by Byron B. May, Associated Aviation Underwriters. 

And then there is also, in that connection, a letter from the Asso- 
ciated Aviation Underwriters dated March 13, 1951, addressed to 
Hon. Robert Crosser, Chairman of the House Committee on Inter- 


state and Foreign Commerce, as follows: 
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We have carefully examined the provisions of H. R. 2468, the companion bill of 
S. 435, as amended, Eighty-second Congress, first session, a bill to amend the 
Civil Aeronautics Act of 1938 as amended, so as to authorize the Secretary of 
Commerce to provide aviation war-risk insurance. The bill in its present form 
meets with our approval and accordingly we would have no objection to your 
committee reporting it favorably to the House. 

Very truly yours, 
Byron B. May, 
Assistant Manager. 


The CuHatrMan. Are there any other questions? 

Mr. Hause. Mr. Tipton, you mentioned the language on line 3, 
page 7, and | didn’t get the amendment that you suggested. 

Mr. Tieron. The amendment that I suggested was to strike out 
in line 7 the words— 
owned by citizens of the United States or 


Mr. Hate. You say that they should not be insured unless they are 
engaged in aircraft operations deemed by the Secretary to be in the 
interest of the national defense or the national economy of the United 
States no matter who owns them. 

Mr. Tipton. That is right. If they are foreign flag aircraft, I don’t 
see any reason why it should make any difference who owns them. 
As a matter of fact, the international law on aircraft ownership is such 
that it would be most unlikely to have a foreign flag aircraft owned by 
a citizen of the United States. 

Mr. Hate. For example, I do not know the facts, but I believe 
General Chenault is supposed to be interested in an airline in China 
and do you think that he should not be able to take any advantage 
under this act unless he is operating for the benefit of the United States 
Government? 

Mr. Tipron. Yes; I would think that that was right. If those 
operations are not being conducted in the national defense or in sup- 
port of the national economy, I would have trouble arguing that they 
should have the benefit of war risk insurance by the United States 
Government. 

Mr. Hate. I can see, or I do not think there would be any great 
difficulty about saying whether aircraft operations were in the interest 
of the national defense, but I think that there might be a serious argu- 
ment as to whether the operations were in the interest of the national 
economy. How can you tell whether an operation is in the interest of 
the national economy? 

Mr. Tipton. If it fills the need for transportation of people or 
commodities which are useful for the civilian economy of the United 
States, that would be in the interest of the national economy, it 
seems to me. 

Mr. Wotverton. Mr. Rogers yielded to me, Mr. Chairman, and 
when I had finished Mr. Hale took up the questioning, and Mr. 
Rogers now states that he had not finished. 

Mr. Rocers. We can let Mr. Hale finish his questioning at this 
point. 

Mr. Hate. I just want to pursue the subject, to build a hypotheti- 
cal case. Suppose that General Chenault, and I do not know the facts, 
but suppose he does own an airline which operates under some flag 
other than that of the United States, and it is making flights in the 
Orient which he might claim would be in the national economy or in 
the interest of national economy of the United States. Would there 


* * * 
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not be a serious question about what was or what was not in the 
interest of our national economy? 

Mr. Tipton. Yes, that ind be raising an issue that could be : 
argued on both sides and the Secretary would have to determine 
whether those operations were useful or not. : 

Mr. Hate. You may operate a plane, we will say, from Bombay to : 
Hongkong and that operation might be in the interest of our econom : 
on some flights and not on others, and they would be carrying Ameri- 
can goods sometimes and not on others. 

Mr. Tipton. In the case you put, I think that one thing we must 
recognize is that the aircraft operated by General Chenault’s airline 
are not owned by a citizen of the United States, because, I forget the 
name of the airline but it is a Chinese corporation and thus it is not | 
owned by a citizen of the United States. It is a corporation which 
owns the aircraft. 

Mr. Hate. I was just picking that particular airline on the assump- 
tion that it was an American citizen who did own the aircraft which 
operates under a foreign flag. 

Mr. Trpron. On the hypothesis that aircraft are owned by a citizen 
of the United States and are operated between two points abroad, 
then the Secretary would have to look at the facts and determine 
whether the goods being hauled and the passengers being carried by 
that aircraft were making a contribution to the national economy. If 
they were, even if they did it only on alternate days, I suppose, he 
could determine that the aircraft were being operated in accordance 
with the national economy and national interest, and provide insur- 
ance for them. 

Mr. Hate. I presume under this language, the Secretary would 
make that determination and it would be an unreviewable determina- 
tion and probably should be. 

Mr. Tipton. I see no possibility for it to be reviewed, although I 
haven’t thought of that before. I don’t think that there is any possi- 
bility of it being reviewed. 

Mr. Hate. In other words, if I went to the Secretary and he said 
my operation wasn’t in the interest of the national defense or the 
national economy of the United States, I would be just out of luck. 

Mr. Tipton. I think that that is probably true. There is a possi- 
bility that you could get judicial review if you could demonstrate that 
he had been completely arbitrary. But I think for practical purposes, 
and that is the basis of your question, for practical purposes your 
conclusion is correct. 

Mr. Hate. That is all. 

Mr. Rocers. Now, Mr. Tipton, pursuing our line of questionin 
about letting private enterprise do this, if this bill is passed you wi 
have to set up an agency or bureau or something with reference to 
dealing with this war risk insurance. Is that not true? 

Mr. Tripron. The marine bill which of course is already. existing 
law, vests this same power with respect to vessels in the same officer, 
in the Secretary of Commerce. I cannot anticipate what his views 
will be on how this is to be administered, but he will have the oppor- 
tunity and there is the possibility of having it done by the existing 
bureau set up to handle the marine insurance. Now, as I recall, in 








the Senate committee report 








‘set this up, and the old 





sme 


Fila senses 








AMEND CIVIL AERONAUTICS ACT OF 1938 63 


Mr. Rocesrs. Certainly there will be some additional expense to 

i companies at the present time have got 
the organizational setup and they could do it with the least expense, 
or less expense than the Government going into the insurance 
business. 

Now, if they could handle that, if they could get together with the 
Secretary of Commerce and formulate some plan or theory wherein 
and whereby they arrive at a reasonable rate for war risk insurance, 
and then instead of the Government itself doing it, let the old line 
companies do it with an understanding that insuring these war risks 
they would be reimbursed to the same amount that the Government 
would lose if they were in the business. That is the point that I am 
trying to bring about. 

Mr. Tiverton. I think, Mr. Rogers, that this bill follows pretty 
closely your idea as to the preservation of the rights of the private 
insurer for this reason: The Secretary is given the power to hire the 
underwriting agents to handle the writing of the insurance and the 
servicing of the insurance and the Secretary, by hiring those people 
to do that job, which is the bulk of the job, can avoid , oom a a large 
staff of his own. He can maintain the necessary supervision to pro- 
tect the Government’s interest without undertaking a big job of 
running and maintaining an insurance business. 

He can hire these people on contract, and pay them what the 
service is worth. 

Mr. Rogers, While that is true, if it is left. to the private insurance 
companies, to write this particular war risk, which nobody can write 
without the Government coming in, that is the way it seems to me, 
what difference would that be to the Government, because if the 
private companies lose at the rate that is promulgated, then the Gov- 
ernment is going to lose. Why put the erated in the business 
that we can take care of without doing that? 

Mr. Tipton. I think the one difficulty I have with the subsidiza- 
tion of the insurance company writing the risk is that I am afraid 
that would cost the Government more money in supervision than this 
will, for this reason: that if they offered to subsidize the under- 
writer 

Mr. Rogers. Let us call it reimbursing the underwriter. 

Mr. Treron. All right, reimbursing the underwriter, and to make 
up his losses if he has any, and let him keep the profits if he doesn’t, 
then I would guess that you would have to have a very large organiza- 
tion of Government people to constantly examine his books and his 
ae organization to make sure that no Government money gets 
ost. 

It seems to me the system that is provided here accomplishes the 
same thing without requiring all of the accounting and auditing staff 
to be set up. Here the private insurer sells the insurance to his 
customers just like he did owes but he doesn’t get any Government 





money in his hands. Consequently, the Government is then not 
bound to exhaustively audit all of his books. The way it would work 
is that he is hired to sell this insurance and to service it. By contract 
the Government says that he will receive a stipulated sum to do this 
work. The agent collects the premiums from the airline and as was 
indicated yesterday by the representative of the Department of Com- 
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merce even those checks will be written to the Treasury of the United’ 
States, so that the insurance underwriter never gets that money. 
The same thing would be true of payment for losses. Those would 
be paid by checks drawn by the Governains to the insured so the 
insurance underwriter never would receive any Government money in 
his hands. I think anyone who has done any work for the Govern- 
ment will recognize that any time you get any Government money in 
your hands. 

Mr. Rocers. They spend it easy, I would rather keep it out of those 
hands. That is what I am trying to do. 

Mr. Trpron. Any time you get Government money in your hands, 
your audit is made day in and day out and it takes more Government 
people to watch that—and I am not criticizing that. The Govern- 
ment should watch pretty carefully over the taxpayers’ money. 

Mr. Rogers. It looks to me it would be less expensive to do the 
auditing business than to do the operating business of an insurance 
business. 

Mr. O’Hara. Mr. Tipton, do I understand this bill to be that not 
only do we have a situation where foreign aircraft may be covered 
under it, but we also may cover foreign insurance under the bill at the 
discretion of the Secretary? 

Mr. Trpron. The only insurance companies that he can deal with 
under this bill are insurance companies authorized to do an insurance 
business in a State of the United States. That means that while he 
can cover a foreign insurance company, that insurance company 
must already be authorized to write insurance here in the United 
States and thus be under the supervision of a State insurance depart- 
ment. 

Mr. O’Hara. I am rather reluctant to cover either foreign carriers, 
foreign aircraft or to permit reinsurance, which this would be, of 
foreign insurance companies. Is not the problem of these carriers 
who are rendering international service or will go into international 
service, so complex and intermingled that we have a situation where it 
would be impracticable to refuse to recognize the possible necessity of 
insuring foreign air carriers and also reinsuring foreign insurance 
companies? Is that not the practical situation? 

Mr. Trpron. That in my opinion is correct. The practical situa- 
tion is such that it is required. 

Mr. O’Hara. And the authority should be there for the Secretary 
to make that determination? 

Mr. Treron. That is right, I think. 

Mr. Carryte. Mr. Tipton, in considering this emergency legis- 
lation, I have gained the impression that you are fearful that these 
insurance companies would invoke the 48-hour clause and thus leave 
the aircraft without insurance. Are aircraft such as we are now con- 
sidering operating in the war zones? 

Mr. Trpron. At the present time, the nearest to the war zone in 
which commercial aircraft are operating is Tokyo. 

Mr. Carty.e. Is that considered within the danger area? 

Mr. Tieton. Well, from a standpoint of management who is 
responsible for insuring his company’s aircraft, I would think manage- 
ment would have to take into account the fact that he is getting awfully 
close to a war. Now, we hope that it doesn’t become an active 
theater, but this is something in which management has to be some- 
thing of a prophet, you know. 
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Mr. Cartyue. Are the insurance companies insuring these particular 
kinds of aircraft? 

Mr. Tipton. They are, with a 48-hour cancellation. 

Mr. Cartyie. What has been the experience relative to their 
invoking the 48-hour clause up to now? 

Mr. Tieton. They haven’t invoked it yet. 

Mr. Carty.e. But that is the real fear that you have. 

Mr. Tapron. That is the fear that we have. Actually our fear goes 
a little deeper than that, too. At the present time we have this 48- 
hour clause which as I have described, I think it is pretty clear, a 
contract of insurance which is cancellable on 48 hours’ notice is not 
really much to lean up against. But in addition to that if a situation 
were to get tense, say, to pick an area in India, we might find that we 
couldn’t get any war risk insurance at all. 

Mr. Carty.z. Let me ask you this 

Mr. Tipton. Forty-eight hours or no forty-eight hours. 

Mr. Caruy_e. Wouldn’t it appear, though, that a reasonable in- 
crease in the premium rate would solve that difficulty? 

Mr. Tipron. That is a question that I cannot answer very well, 
because I don’t know enough about appraising risks, and determining 
what premiums should he, but the proof of the pudding is in the eating. 
You can’t give them enough premium to get them to give you a 
contract of insurance that they don’t want to cancel in 48 hours. 

Mr. Carty.e. Well, of course we know that an insurance premium 
is based upon the liability. Well, has it been discussed at all that in 
the event of a greater liability, with a greater premium we could bring 
about a removal of the 48-hour clause? 

Mr. Tipron. Our experience before when we were just beginning 
the operation of this Korean airlift, would indicate that such a dis- 
cussion would be fruitless because we tried to get it then on reasonable 
premiums and one company did buy insurance but «xt a good high 
premium and it was still cancellable, and as the letter from the Asso- 
ciated Aviation Underwriters indicates they don’t want to write that 
insurance at all. 

Mr. Caruiyue. Are these insurance policies and the premiums paid 
on a yearly basis? 

Mr. Tipton. Yes; that is correct but they can be purchased on 
shorter terms and for single flights. 

Mr. Cartyte. And there are no insurance companies in this country 
that write these policies other than with a 48-hour clause? 

Mr. Tipron. That is the case. 

Mr. Caruyte. That is all. 

Mr. Wotverton. Following the thought that has just been ex- 
pressed to the questions of Mr. Carlyle, as I understand, his funda- 
mental thought is that rates are always based upon the liability as- 
sumed. Now, assuming that a part of that liability is not having 
a noncancelable clause, in other words, that you write the insurance 
without that 48-hour clause in it, the rate would accordingly take that 
into consideration. As I understand Mr. Carlyle’s question, why 
isn’t it possible to have a rate that will writ estraight insurance 
without that cancellation clause in it. Is that your question? 

Mr. Cartyte. That is exactly my point. 

Mr. Tipton. It is clear, of course, that insurance underwriters, and 
this is particularly true in aviation where there are few actuarial 
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tables or statistical history, that govern the risk, appraise a risk and’ 


then get a premium that should cover them in the event of loss under: 


that risk. In the case of war risk insurance for aircraft even now, 
they have appraised that risk and have said in effect that ‘‘We won’t 
take it, we won’t take the risk,” and have insisted that there be a 
48-hour cancellation. Although I am sometimes at odds with the 
insurance underwriters, I think we have to recognize that there is 
support for what they are doing, particularly in view of the unsettled 
state of the world. We have conflict in Korea, the Pacific area is 
tense, there is fighting in Indochina, and India is not completely 
settled down. We could list this around the world but I need not 
name them to you gentlemen. The insurance underwriter must 
anticipate when he writes an insurance policy that conflict may flare 
up in any of those places without notice to him, and that he may lose 
the aircraft itself at a cost of a million and a half dollars, plus his 
insured liability to the passengers and the cargo. This may total 
$3 or $4 million insurance on a risk which he cannot anticipate because 
he does not know the facts. For that reason they put that 48-hour 
limit on it, and in doing that they have said in effect that no premium 
would compensate them for taking a war risk over the normal term of 
the policy, which is about a year. 

Mr. Wotverrton. Following out Mr. Rogers’ theory, then, of free 
enterprise, certainly they have a right to refuse to take any insurance 
if they wish to. 

Mr. Tipron. That is right, that is their privilege. 

Mr. McGutre. Mr. Tipton, I happen to be in the insurance busi- 
ness and there are a lot of fire-insurance companies that just like the 
cream of the business and they reject a lot of business that they don’t 
want to take any chance on. Have you any idea as to how long you 
would go about setting up this business? I asked Tom Davis yester- 
day, would you limit the agent entirely or if you wanted to buy one of 
these policies where would you go to, to the Secretary of Commerce 
or go to one of these insurance companies or would you go to a broker 
or agent? 

Mr. Tipton. On that, the only answer I can make to it is the way 
I would do it if I were doing it. 

Mr. McGutre. That is what I would like to hear. 

Mr. Treron. I would use the customary avenues for handling 
insurance. The Secretary has full power to do that. For example, 
an airline has an insurance broker that handles all of their coverage. 
He arranges their insurance with various companies. That broker 
and those companies should be able to write and serve that insurance, 
serving as agent for the Secretary. They would be hired to write this 
insurance. They wouldn’t be paid their normal charges under this 
bill but they would be paid a fair and reasonable compensation without 
any payment for solicitation expense. That is clearly stated in the 
bill. But it seems to me that that is the sensible way to do it because 
all of those avenues are there and all of those people are accustomed 
to doing it. It is good from our standpoint to deal with the people 
we have been dealing with. From the Secretary’s standpoint I think 
it would be good to utilize the experienced people without having to 
hire a lot of new people. 

Mr. McGutre. Did I understand you to say previously that you 
thought there was a representative in the room of the insurance 
companies? 
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Mr. Tipton. Yes, Mr. Leifflen is here from the Associated Aviation 
Underwriters. 

Mr. McGutre. I would like to hear from him. 

Mr. Wotverton. I was just going to inquire as to the position an 
agent would occupy in writing this Find of insurance. What service 
would an agent perform? Would it be anything more than applying 
to the Government for a policy to cover particular situations and if 
you are going to have agencies, that necessarily requires that you 
shall take agency commissions into consideration in the fixing of 
the premium on the policy. At the present time I am inclined to think 
that in fire insurance or life insurance, agents get a pretty good sized 
commission for the writing of the insurance. In other words, they 
get that, I suppose, on the theory that they are getting business for 
that particular company. Now, in this instance there is only one 
place to go to, to get it, and it is made available by the Government 
and in what respect would agencies enter into the thing unless you do 
contemplate a premium containing an agency’s commission of 25 or 
20 percent? 

Mr. Treron. I am very anxious to answer that question because 
you are quite right in saying that if agents were paid too much, it 
would have to be included in the premium but there are two points 
in your question as to what would an agent do. The agent would 
write the insurance along with his normal insurance that he is writing 
for the company, and he would also service the insurance which means 
following up on payments of the premium, examining claims and 
reviewing those and commenting on them to the Secretary, and he 
would do all of the ministerial work and all of the administrative 
work in connection with that particular insurance. Secondly, how 
would he be paid? The Congress anticipated the problem that you 
were referring to, Mr. Wolverton, about agency commission and 
prohibited it in the merchant marine bill. It is written into this bill, 
also the charging—I will just read it: 

The Secretary may allow such company or groups of companies fair and reason- 
able compensation for servicing insurance written by such companies or groups 
of companies as underwriting agents for the Secretary. Such compensation may 
include an allowance for expenses reasonably incurred by such agency but such 
allowance shall not include any payment by such agency on account of solicita- 
tion for or stimulation of insurance business. 

Mr. Rogers. May I ask a question there? Would this be the 
policy, that before they could get insurance from the Government, 
would they have to show like they are supposed to in the RFC, that 
pn! could not do it any place else, or they couldn’t get it anywhere 
else? 

Mr. Trpron. That specific showing in connection with each insur- 
ance policy would not have to be made, but before the Secretary can 
do anything or can even start this insurance business, he and the 
President and other interested agencies of the Government have got 
to concur in a finding that the insurance is not available. 

Mr. McGutre. Mr. Tipton, I think that you will admit that you 
are well aware of the fact that a person gets much better service when 
he has an agent in there fighting for him, and it isn’t just issuing 
that piece of paper, it is when the claim comes due, and one of my 
customers had an accident with a fellow who was insured in a company 
that just operated in two or three States, and they had the accident 
and 3 months went by and we never heard from him. Finally I got 
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in touch with him and I said ‘‘When in the world are you going to 
come down?” and he said, “I want to have you know that I am the 
adjuster for 13 States and I can’t get down into that section until 
we have several claims for me to come down there for.” It is an 
advantage to the customer to have an agent in there fighting for him. 

Mr. Tipron. I think that that is certainly correct, and certainly 
in my personal insurance I have found that to be the case. 

The CuarrMan. Thank you, Mr. Tipton. 

Mr. Tipron. Thank you. 

The CuarrMAN. The next witness is Mr. Calkins. 


STATEMENT OF G. NATHAN CALKINS, JR., CHIEF, INTERNATIONAL 
AND RULES DIVISION, CIVIL AERONAUTICS BOARD, WASHING- 
TON, D. C. 


Mr. Ca.kins. My name is Nathan Calkins, and my position is 
Chief of the International and Rules Division of the Civil Aeronautics 
Board. 

In coming here this morning, which I regard as a great pleasure 
and a great privilege, I must disclaim any relationship whatsoever 
with Mr. Rogers’ camel, because I represent the Board and not the 
Department of Commerce, which would be the agency in which a 
camel would be involved if there were a camel in the picture. 

We did not prepare a statement for official submission to the com- 
mittee. We wrote a letter which was sent to the committee on 
February 20, to which I refer specifically. The reason we did not 
make a statement is that, since we were not the agency of primary 
concern, we relied entirely upon the Department of Commerce pres- 
entation. However, I believe that it might be useful to the committee 
if I briefly went over the reasons why the Civil Aeronautics Board is 
in favor of this legislation and urges its adoption as a standby measure. 

In the summer of 1950 the representatives of the airlines came to 
us and told us of the facts, that they had two types of insurance 
available, one was their ordinary hull liability insurance, which 
excluded all types of war risk; the other was specific insurance to 
cover these war risks. They pointed out that that war-risk insurance 
was cancelable on 48 hours’ notice. 

We then said, ‘“‘Well, if it is cancelable on 48 hours’ notice, can’t 
it be procured on a longer term than that, with no cancellation date?” 

“No,” they said, ‘‘the reason for it is this: That there is a tremen- 
dous catastrophic element in this war-risk insurance, and there is 
no way of predicting what the real risk will be. The possibilities and 
potentialities of a catasptrophic loss are so great that no insurance 
company will want to take them on over a period where they can’t 
cut that risk off when it appears that conditions are getiing pretty 
serious.”’ Consequently the basic element involved is this question 
of catastrophic risk. That was the understanding we were given, 
that this was the reason that private insurance companies could not 
underwrite such insurance, and it is something that the Government 
could well do. 

We then examined the question as to what would happen if no 
insurance were carried at all. That would mean in effect that the air 
carriers themselves would have to self-insure those risks. Now, the 
question of self-insurance of the risk would have an impact on the 
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Government, and particularly the subsidy payments made pursuant 
to orders of the Civil Aeronautics Board. 

It would have a dual impact. First of all, we would have to pay for 
the additional premiums or reserves in this self-insurance fund as an 
allowable cost. Secondly, we understood that if no insurance was 
available for the cargo carried on these commercial lines, the cargo 
itself would fall off, and that the shippers just will not ship cargo 
through dangerous areas if it is impossible for them to get insurance 
coverage. The result of that is that the income from the carriage of 
cargo would also fall off and that again would be reflected in addi- 
tional subsidy payments to our air carriers in carrying out commercial 
operations. 

So for those reasons we felt that it was highly desirable in order to 
continue the commercial operations of these carriers to and through 
dangerous areas, that there be a standby legislation which would 
permit the Secretary, when the conditions so warranted, to issue war 
risk insurance. Those are the reasons for which the Board thoroughly 
endorses the provisions of this bill. 

I have one or two comments on some things that came up during 
the course of these hearings. 

Mr. Barringer yesterday indicated that he would not press the 
amendments suggested by the State Department in their letter. I 
think that the Board position on that is that it would be preferable 
not to have those amendments or those suggested amendments 
included. 

With respect to the amendments suggested by Mr. Tipton on page 
3, following out the idea of Mr. Williams yesterday, the Board ebuli 
have no objection whatsoever to the amendments suggested. 

Mr. Douutver. Will you be a little more specific about that? 

Mr. Cauxins. That is the elimination on page 3, line 7, of the 
words “owned by citizens of the United States or.”’ 

Apart from those two comments, Mr. Chairman, I think that ends 
my presentation. 

The CuarrMan. Are there any questions? If not, thank you very 
much. 

Mr. Cauxins. Thank you, sir. 

The CuHarrMan. Will you state your name, and your representation, 
please? 


STATEMENT OF ROY LEIFFLEN, OF BIGHAM, ENGLAR, JONES & 
HOUSTON, WASHINGTON, D. C., COUNSEL FOR ASSOCIATED 
AVIATION UNDERWRITERS 


Mr. Letrrten. My name is Roy Leifflen, and I am associated with 
the firm of Bigham, Englar, Jones & Houston, counsel for Associated 
Aviation Underwriters. That is a group of insurance companies, 61 
in number, engaged in the business of writing aviation insurance. 

I do not have a prepared statement. 

Mr. Harris. Will you furnish for the record the companies engaged 
in the insurance business which you have mentioned? 

Mr. Letrrien. | will be glad to, Mr. Harris. 

(The information referred to follows:) 

Mr. Letrr_en. I am prepared to answer any questions that might 
be asked. 
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Mr. Harris. I think as this is a witness representing the companies 
coming before the committee, he should certainly clarify, if he has 
any further statement of clarification, the position of the people he 
represents. 

Mr. Lerrr_ten. Well, the information was 

Mr. Harris. He says he comes here representing this firm who are 
counsel for the underwriters, and he said that he had no statement 
to make. 

Mr. Hatz. Mr. Chairman, I think the committee should know 
whether he thinks it is a good bill or a bad one. 

Mr. Leirrten. The Associated Aviation Underwriters already 
wrote a letter to the chairman of the committee, and a telegram, 
approving the bill, Mr. Harris. 

Mr. Harris. But I understood from the information that I heard 
read a moment ago that you had no objection to it, and I did not 
— anything in there that you approved the bill or that you were 
or it. 

Mr. LetrrLen. We are not the proponents of the bill. The bill is 
proposed by the airlines, who are the clients of Associated Aviation 
Underwriters; they come to us for a type of insurance which we feel 
as a business matter is a poor risk, but we do not have any objection 
to the Government furnishing that insurance to them. 

Mr. Harris. You want the Government to take the greatest risk 
involved, in insurance, and you want the insurance companies, as Mr. 
McGuire said a moment ago, to have the cream. Is that the attitude 
of the companies? 

Mr. LetrrLen. Well, I would like to clarify it in this sense, that 
insurance is an ordinary contract in the broad sense, and it is like 
selling somebody a car; you offer it to him at a given price, and under 
our system of law he is at liberty to refuse to make that contract with 
you. In this case, Associated Aviation Underwriters feels that as a 
matter of business judgment it is a poor risk, because they are dealing 
with aircraft of great value, Stratocruisers worth about a million and 
a half dollars, and modern engines of war are becoming increasingly 
formidable, and they are sailing on uncharted seas, and they do not 
know what risk they are underwriting. It is so enormous that it 
staggers the imagination. 

Mr. Wotverton. Would you permit me to ask a question there to 
clarify the situation? I call attention to the fact, Mr. Harris, that 
in this letter of March 13, signed by Byron B. May, assistant man- 
ager of the Associated Aviation Underwriters, addressed to our chair- 
man, the concluding sentence of this letter is this: 

The bill in its present form meets with our approval and accordingly we would 
have no objection to your committee reporting it favorably to the House. 

Mr. Harris. Well, of course, it is obvious, Mr. Chairman, that 
most anybody will approve something that they think that they can 
have underwritten if it would make less opportunity for their losses, 
and now it has been stated here that this would be a self-sustaining 
program and to substantiate that statement which was made by the 
Assistant Secretary of Commerce, he referred to the experience with 
the marine war-risk insurance program. If it is a profitable business 
for the Government, why is it not a profitable business for the insur- 
ance companies who have, I believe, the greatest part of our economy 
under their supervision and control in the country? 
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Mr. Leirrien. Well, of course, whether it is a profit or not depends 
largely on the fortunes of war. Now, in connection with the last war, 
I can give you this information, that war-risk insurance at the be- 
ginning of hostilities was underwritten by the private commercial 
insurance opmpernes. You undoubtedly recall the great losses at the 
beginning of the war, when the submarine menace was at its height. 
During that time the hull syndicate lost all of its accumulated profits 
from its inception. At that point the Government issued war-risk 
insurance, and I venture to say if the tides of war had continued in the 
same direction on the high seas, the Government would have sustained 
a loss. It happened that through the grace of God and our own 
efforts we beat the submarine menace and consequently more ships 
would safely arrive at their destinations, being protected by various 
escort carriers and destroyers and DE’s and patrol craft. 

Mr. Harris. You do not agree as an experienced person in the 
insurance business or representing the insurance people that the risk 
involved here would be a self-sustaining proposition? 

Mr. Leirrien. I would not say that, Mir. Harris. I think at the 
present time it would be self-sustaining. 

Mr. Harris. At the present time it is not needed. 

Mr. Lerrrien. Yes, sir; Associated Aviation Underwriters is not 
writing any war-risk insurance; it may be available in other segments 
of the commercial market, but I have no information on that. 

Mr. Harris. It is not writing any war-risk insurance? 

Mr. Lerrriten. Even with the 48-hour cancellation, they have no 
policies of war-risk insurance on their books at present. 

Mr. Harris. What war now would it apply to except Korea? 

Mr. Letrrten. Well, it could easily apply to Germany, and it could 
apply to Yugoslavia, or Indochina. 

Mr. Harris. Any of these places involved in World War II. The 
war is still on, is that right? 

Mr. Lerrrien. I am afraid I do not understand that. 

Mr. Harris. Well, everybody knows that under the national 
emergency the war is not officially over. 

Mr. Lerrrien. Oh, yes; that is right. 

Mr. Harris. I assume that is what you have reference to, those 
countries that were involved in World War IT; it would apply to them 
now because of the state of affairs. 

Mr. Lerrrien. Yes, sir; I think that that is true. 

Mr. Rocers. I would like to know if you have discussed or have 
taken into consideration the fact that even though this restricts war- 
risk insurance to the Government alone, that they might come in here 
afterward, some individuals or groups, and want to extend the 
provisions of this so as to cover not only war risk, but other insurance. 

Mr. Lerrrien. As I read the bill, that is strictly limited now. 

Mr. Rocers. I know, but you know the habit when the Government 
starts running anything, it starts by inches, and after a while it reaches 
out. Now, have the private companies given any consideration to the 
effect if you got the Government into the insurance business, whether 
the Government would restrict itself to war-risk insurance? 

The CuatrMan. I think that he wants your guess. 

Mr. LetrrLen. My guess is that they would hope that the Govern- 
ment would always restrict itself to the operations envisaged by this 
bill, and not seek to extend it, but that is just one of the defects of 
human nature. 
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Mr. Rogers. If they did want to extend it, you would be against it? 

Mr. Lerrr_en. Yes, sir; we would. 

Mr. Rogers. What is the largest company in your 61 group of 
insurance companies that vou are representing? 

Mr. Letrrten. I could not tell you that offhand, but I will be glad 
to find out for you. 

Mr. Rogers. You said that you represent 61 companies. 

Mr. LerrrLen. These 61 companies are pooled together and com- 
prise the Associated Aviation Underwriters. 

Mr. RoGers. Which is the largest company that you represent, 
financially? 

Mr. Leirrien. In that group I could not tell you offhand, Mr. 
Rogers. 

Mr. McGutre. Are there any Connecticut companies in that group? 

Mr. Lerrrien. Will you let me take a look, Mr. McGuire? I 
cannot tell you offhand. May I give you that information later? 

Mr. McGutre. Yes; I will be glad to get that information. 

Mr. Becxwortn. I take it from your testimony, unquestionably 
you feel that there is a current need for this kind of legislatior? 

Mr. Lerrr_en. Yes, sir; we do. 

Mr. Beckwortn. That is all. 

Mr. McGutre. How does it work out right now? A person wants 
to buy a policy from your associated group there, and can they go to a 
broker or an agent, or do they have to go direct to your company and 
buy it? 

Mr. Lerrrten. They can work through brokers or agents. 

Mr. McGutre. Any place in the country? 

Mr. Lerrrien. Yes, sir; I believe so. I do not have much to do 
with that. We are counsel for them, and not business advisers. 

Mr. McGutre. Can you find that out for us? 

Mr. Lerrrien. Yes, indeed. 

Mr. McGuire. That is all. 

The CHatrMan. Thank you, Mr. Leifflen. And will you furnish 
that list of names for the record. 

Mr. Letrruen. I will be glad to. 

(The information requested is as follows:) 

BicHaM, EnGiar, Jones & Hovston, 
Washington, Mareh 19, 1951. 


Hon. Rospert Crosser, 
House Office Building, Washington, D. C. 

Dear Mr. Crosser: In connection with the inquiries which your committee 
made of Mr. Roy Leifflen of our office at the hearings on March 16, 1951, on H. R. 
2460, we have obtained the following information from our client, Associated 
Aviation Underwriters. 

(1) There is attached a list of names of the companies of which Associated 
Aviation Underwriters is comprised. 

(2) Any insurance broker any place in the country can go to any agent of any 
of the companies of Associated Aviation Underwriters to submit a risk to be 
bound by any of their seven offices throughout the countrv. Those offices are 
listed on a sheet attached hereto. At the present time, Associated Aviation 
Underwriters have a mailing list on which some 45,000 agents’ names appear, 
located throughout the 48 States and the District of Columbia. 

(3) The companies in Associated Aviation Underwriters which are domiciled 
in Connecticut are: Mechanics & Traders Insurance Co., National Fire Insurance 
Co. of Hartford, Orient Insurance Co. 

(4) The largest company in Associated Aviation Underwriters is the Conti- 
nental Insurance Co. 

Very truly yours, 


BicHaM, ENGuArR, Jones & Hovston. 
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Alliance Assurance Co., Ltd. 

American Alliance Insurance Co., New 
York. 

American Central Insurance Co. 

American Eagle Fire Insurance Co. 

American Insurance Co. 

American National Fire Insurance Co., 
New York. 

Banker’s Indemnity Insurance Co. 

British General Insurance Co., Ltd. 

California Insurance Co. 

Cathay Insurance Co. 

Columbia Casualty Co. 

Columbia Fire Insurance Co, 

Commerce Insurance Co. 

Commercial Casualty Insurance Co. 

Commercial Union Assurance Co., Ltd. 

Commercial Union Fire Insurance Co. 
of New York. 

Continental Insurance Co. 

Detroit Fire & Marine Insurance Co. 

Federal Insurance Co. 

Fidelity & Casualty Co. of New York 

Fidelity-Phenix Fire Insurance Co, 

Fireman’s Fund Indemnity Co. 

Fireman’s Fund Insurance Co. 

Fireman’s Insurance Co. of Newark, 

Franklin National Insurance Co. of 
New York. 

Fulton Fire Insurance Co. 

General Accident Fire & Life Assur- 
ance Corp., Ltd. 

Girard Fire & Marine Insurance Co. 

Glens Falls Indemnity Co. 

Glens Falls Insurance Co. 

Great American Indemnity Co., New 
York. 

Great American Insurance Co., New 
York. 


Hanover Fire Insurance Co. 

Home Fire & Marine Insurance Co. 

Law Union & Rock Insurance Co., Ltd. 

London Assurance (Marine). 

London & Lancashire Indemnity Co. of 
America. 

London & Lancashire Insurance Co., 
Ltd. 

Marine Insurance Co., Ltd. 

Massachusetts Fire & Marine 
ance Co. 

Mechanies & Traders Insurance Co. 

Merchants Fire Assurance Corp. 

Merchants’ Indemnity Corp. of New 
York. 

Metropolitan Casualty Insurance Co. 
of New York 

Milwaukee Mechanics’ Insurance Co. 

National-Ben Franklin Fire Insurance 
Co. of Pittsburgh 

National Fire Insurance Co. of Hartford 

Niagara Fire Insurance Co. 

Ocean Accident and Guarantee Corp., 
Ltd. 

Orient Insurance Co. 

Palatine Insurance Co., Ltd, 

Potomac Insurance Co. of the District 
of Columbia. 

Rochester American Insurance Co., New 
York. 

Safeguard Insurance Co. of New York, 

Sea Insurance Co., Ltd. 

Transcontinental Insurance Co, 

Union Assurance Society, Ltd. 

United National Indemnity Co, 

United States Guarantee Co. 

Vigilant Insurance Co. 

Washington Assurance Corp. of New 
York. 





Insur- 


ASSOCIATED AVIATION OFFICES 
Home Office, 90 John Street, New York 38, N. Y. 


Candler Building, Atlanta 3, Ga. 
916 Walnut Street, Kansas City 6, Mo. 


Mercantile Bank Building, Dallas 1, 
Tex. 


215 West Seventh Street, Los Angeles 351 California Street, San Francisco 4, 


14, Calif. 
175 West Jackson Boulevard, Chicago 
4, Ill. 


Calif. 


The CuatrMan. The hearing is completed. 
(At 12 o’clock noon, the hearing was closed.) 
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